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LESSON  X. 

I n.-<')lr('tic!i  (mil  III  Drfiavhnfioii. 

Tho  vvinv  af!vfinl:i<'i' !  nf  th-'  cornnratc  nrj'  tiization  of 
intli!  'i!'\  <>  hf  (  n  do  iT'hcl  in  ,■>  previous  I^c-r  "!!.  It  was 
found  111!  t  Iho  corporatirn  is  host  adapted  to  those  cnter- 
pricc^  rvhVh  moot  n  widosrrpad  demand  for  their  fomh  or  sor- 
viccs;  whfrc  the  volume  hn^itipsn  is  f;)irl\-  ^loady;  and 
where  »-r  ■fif^  Pi-n-  ).o  e"ne;-t.  (!  in  h  .  rrT<nii:il)!v  iinifortn  '  Vn 
d?r  s'>i  ''  c'.n!;:!  ^niH  r:i^  --:  r-r  i  oiu-v  sliould  ssMdiMn  .-irise. 
But  as  st'eh  do  (.itm,-  ii  imp  , rim*  that  we  should  under- 
stand the'r  cun^s  aivi  <"i  •* 

It  u  well  to  di.stir.<ruish  bet^'-e^n  two  tvnes  of  insolveney. 
The  one  may  he  called  "true,"  other  "le<ral"  insolveney. 
Thf'  former  orcnrf  when  the  linhil"!  =es  evceed  \ho  as  sets.  SiK-h 
in.'-l-.  ' T-v  rvv:  rv  vvy.'  r-l  to  fnUuro.  Tnl-.'ss  the  oblij^a- 
t'on  :  nni'  i  l;,'  i^u'i  nri,^  it  r.'-,:i..nl!y  h.irofiH  th;'t  the  cor- 
poration can  jTct  out  of  its  difliculties  and  meet  its  debts  as 
they  fall  due.  On  the  f>ther  hand.  le«»al  insolvency  occurs  when 
a  concern's  ca:-h  assets  are  not  :^,nfri('''-'if  to  meet  its  current 
oblipatiors.  The  ^isset-  rt^nv  f-r  exceed  the  li  ibilities  but  if 
the  I'ltt'  v  citniv.'*  hv  rv  i  in  (-■■-•.h  as  they  fnli  dii<»  th(>  -Mticern 
beoi-me.-;  ins:;lve»it.  Failure  lo  p-y  dpbts  as  they  mutui-e  leads 
to  susnension  of  +hc  bvisine^  nnd  fiimllv  to  b  inkruptcy,  un- 
less .some  arrantrcment  is  efFectf  !  with  the  creditors. 

Whn  tHKolrencii  occurs.  In  .s.^me  instaucf.s  insolvenc}  nay 
exist  from  the  commencement  of  business  because  of  the 
over-valuation  of  assets.  When  a  "ipnn''  i '  er  vitalized 
in  this  way  failure  almos*  inevi+-  'ly  foll'e  .  u  '  Hr* ugh 
some  combination  of  circu'nM;'  s  earnii  '-  -li  iticr^  ase 
to  an  extent  srjncient  to  carry  the  outstand  ntr  o  .rations  in 
the  pb*'pe  f  f  lv.p('::.  'ind  to  nnv  di\'iden''-  ii"ot  t  ■     >*  ck. 

Aprain,  some  unforeseen  accident  may  destroy       value  « 
the  assets  and  compel  a  corporation  to  go  into  li  A 
port  may  lose  its  trade  becau.se  of  developmen*  ,  ling 

facilities  elsewhere:  a  town  may  be  .'sidetracked  b\  r  wth 

of  larjre  wholesale  centres  elsewhere;  a  district  m.  .:-i>  its 
natural  advantages  throuprh  the  exhaustion  of  the  n  .iral  re- 
sources upon  which  its  prosperity  depended;  a  disasf  ns  fire 
may  wipe  out  a  whole  town  or  city;  or  a  thousand  !  one 
other  factors  may  obtrude  to  destroy  the  value,  in  wh  ^r  in 
part,  of  the  assets  of  a  corporation  and  compel  its  r'  >r;  Na- 
tion 01  liquidation.  In  part,  of  course,  the.se  comings  '« 
can  be  foreseen  and  provided  against  by  applying  tlw  pi^- 
ciples  of  insurance  and  depreciation;  but  in  other  instimees  - 


foFMught  or  am  eaa  prmnt  th*  raultrat  decline  la  mn^bm 
and  dqmdstkm  in  the  value  of  the  fixed  assets. 

Another  cause  of  insolvency  is  bad  manaflrement  in  carry- 
ing on  the  business.  In  some  cases  it  would  app«  ir  that  the 
business  i.s  nourishing,  whereas  it  is  being  carried  on  below 
cost.  This  may  continue  for  a  number  of  years  before  it  is 
discovered  that  the  capital  has  been  used  up  in  large  part 
for  running  expenses.  It  is  necessary,  therefore,  that  a 
searching  analysis  of  a  company's  affairs  should  be  made  from 
time  to  time  to  discover  the  actual  value  of  the  fixed  assets  and 
the  cost  of  conducting  the  enterprise.  This  is  not  difficult  in 
the  case  of  a  trading  concern,  but  it  is  a  serious  enterprise 
in  the  case  of  the  raihroads.  It  is  doubtful  whether  the  bene- 
nts  received  would  be  worth  the  very  large  costs  involved 
in  getting  at  the  actual  value  of  railway  property.  Recently 
various  acts  passed  by  the  United  States  Congress  provi  'e 
for  an  evaluation  of  American  railway  lines.  It  was  forese*-'* 
that  the  cost  would  be  heavy,  but  the  outlays  so  far  have 
exceeded  the  early  estimates.  A  statemoit  of  what  is  being 
done  in  the  work  of  getting  at  the  value  of  the  railways 
was  recently  made  in  Congress  by  Charles  A.  Prouty,  for- 
m^y  a  membor  of  the  Interstate  Commerce  Commission, 
but  now  in  charge  of  the  work  of  making  an  evaluation  of 
the  railroads.  The  following  is  a  summary  of  Mr.  Proirtjr's 
report,  taken  from  the  New  York  "Journal  of  CommerM": 

"Last  year  the  railroad-valuers  asked  for  $2,000.00.  They 
now  ask  $3,000,000.  As  in  all,  about  $2,400,000  has  hereto- 
fore been  appropriated,  the  total  up  to  the  end  of  the  coming 
fiscal  year  on  the  basis  stated  would  be  $5,400,000.  Work  to- 
day is  going  on  at  the  rate  of  $2,000,000  annually,  but  more 
rapid  development  is  now  called  for.  Mr.  Prouty  has  given 
some  interesting  details  as  to  the  progress  of  this  part  of 
the  work  also,  stating  that  of  the  $2,000,000  annual  outlay 
OVCT  $500,000  is  what  may  be  called  overhead  expense,  the 
balfce  being  for  field  work.  Inasmuch  as  the  field  expense 
does  not  call  for  increased  overhead  charges  in  proportion  as 
it  enlarges  in  scope,  the  recommendation  is  made  that  more 
stress  be  placed  on  the  fidd  work.  About  20,000  to  1^,000 
miles  of  line  per  annum  are  being  examined  at  present,  and  it 
is  desired  to  enlarge  this  to  50,000.  If  the  latter  rate  should 
be  obtained  the  field  portion  of  the  valuation  work  would  be 
finished  by  four  years  from  Jub  1.  1915.  At  present  eight 
parties  are  in  the  field  doing  the  work  in  each  of  five  districts 
into  which  the  country  is  divided,  or  forty  parties  in  all.  With 
this  staff  i^bout  2,000  miles  a  month,  or  24,000  m^es  per  an- 
num, can  be  covered. 

"Assuming  that  there  are  250,000  miles  of  track  in  the 
United  States  uid  that  the  cost  of  valuation  at  the  rate  of 
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XI.Me  milM  M  vf«r  is  $2,000,000.  the  total  cost  would  he 
somsthing  H!  -  121,000.000.  Somethlnfir  between  118,200.000 
Md  121.000.0000  would  be  the  Government's  outlay— a  very 
dilfsrent  figure  from  the  three  or  four  .nilUon:;  roughly  esti- 
matad  by  some  when  the  scheme  was  first  projaetad.  Triia, 
some  estimates  still  run  as  low  as  $18,400,000,  but  actual  ax- 
perianea  givas  the  results  just  atatad. 

TPha  expense  to  the  government  is  only  a  part  of  the 
cost  of  the  work.  There  has  been  much  difference  of  opinion 
on  this  subject,  but  Mr.  Prouty  when  questioned  afforded  some 
data.  At  first  he  was  inclined  slightly  to  depradato  tha  work 
'l****  ^  -Umt,  saying:  They  are  doing  mom 
taDdng  than  they  /  -  »  rk  up  to  ^e  pneent  time,  but,'  he 
wmt  on  to  say,  's  .  >  '  them  have  done  a  good  deal  of  wi  rk. 
Tm  Boston  &  Mai:  oad,  for  example,  which  is  poor  and  can 
pot  afford  it,  has  been  obliged  to  do  a  great  deal  of  work,  and 
IS  lasring  out  a  great  deal  of  money.'  Asked  what  the  valua- 
tion was  costing  the  Boston  &  Ifaina,  Mr.  Prouty  said,  'o  ^a 
hundred  dollars  a  mile.'  Thia,  moraovar.  would  be  the  cost 
for  tha  balance  of  the  system.  At  this  rate  the  cost  to  the 
Kulwa^  of  the  United  States  for  250,000  miles  would  be 
$25,000,000.  Mr.  Prouty  afforded  a  basis  also  for  a  different 
mode  of  estimate.  It  would,  he  s;iid.  cost  the  Go"->mment  for 
its  work  'about  half'  the  outlay  of  the  Bos*  n  &  Maine.  If  the 
cost  to  the  Government  Is  $80,000,000  for  valuation,  the  cost 
to  the  roads  would  thus  appear  to  be  about  $40,000,000." 

It  is  doubtful  whether  the  cost  will  .iu.stifv  the  results 
obtained:  but  the  case  of  the  smaller  corporations  is  «ome- 
T  .'^t  different,  especially  of  the  trading  concerns.  Here  a 
I  ful  calculation  should  be  made  from  time  to  time  to  see 
t  the  assets  of  the  company  are  not  being  dissipated  in 
running  expenses,  the  eause  of  failure  in  many  a  eonc«rn  that 
seems  to  be  prosperous  and  whkh,  at  all  avento,  haa  been 
carrying  on  a  large  business. 

Camea  of  legal  insolveney.  The  great  mercantile  agency 
Bradstreet's,  presents  the  followinj?  statistics  on  legal  insol- 
vencies in  Canada  for  the  years  1911  and  1912.  It  should  be 
noted  that  the  failures  are  a  very  small  percentage  of  the 
large  number  of  companies  eanying  <m  business  bi  the 
Dmnlnion: 

Pailare  due  to~    Numbfr.  AsseU.  Ljabilities. 


1912. 

1911. 

l9l^ 

1911. 

1912. 

1911. 

Incompetence 

.  214 

226  $1,121,328  $1 317,774  $  2,815,349  $  2,471.299 

Inexperience   

67 

41 

204.761 

93.032 

435.468 

200.851 

Lack  of  capital . .  . 

660 

691 

2.784,605 

2.930.854 

5,660.668 

6.249.820 

Unwise  credits 

17 

12 

148.524 

62.250 

304.744 

130,244 

Failure  of  others. 

12 

16 

77.967 

117.125 

311433 

188,023 

NC.:rr..  ^  J  ^■O^'  65.5,0  4.7.900 

Competition  ..      "  Ts  15  'gll      'fA!^  ^77.384  332.792 

Specific  conditions:  1^8  i  6  ooS  ^^'^^ 

Speculation    n  S'^^^  ^'^'-"^  '•^'4,687 

Fraud    88  ,  ,  '23.600  53,fiOO  406.486 

Total  '-'-''-'^  '■•^0O-7S7 

"Iack'o??aStar"he?d'^  the'^'S'^/.^r  "I  ^^at 
competence"   A«J^tf,?f  .^o^o^ed  by  "personal  «n- 

be  represented  fo?^?£p  S  «^if'K''^*  ^^"'^  should 
money  as  soon  as  it  iT  ^"^ofation  begins  to  lose 

many  accounts  have  to  be  carried  om,  the  M?ter  maTZS 

'TAe  FoMr^ft  of  March." 
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liL^nJ^L^^^lTY^ l^^l"^^^  commercial  barometer. 

iTie  tendency  of  late  has  been  to  shorten  the  period  of  com- 
mercial notes  from  four  months  to  three,  and  now  the  majority 
l^f  obligations  mature  on  February  4.  Payments  upon 
that  date  this  year  were  admittedly  disappointing,  a  large  per- 
centage of  the  country  merchants,  especially  those  in  the 
west,  requiring  extensions  and  renewals.  Although  it  will  b& 
^CTal  days  before  the  character  of  the  general  response  to 
ttie  drafts  sent  out  by  the  eastern  manufacturing  and  distri- 
buting houses  this  week  is  known,  there  is  evidence  that  the 
situation  IS  improved,  and  that  retail  merchants  throughout 
the  country  will  be  able  to  make  more  liberal  remittanles  to 
the  manirfactunnir  centres  than  at  any  time  since  the  war 
oegvn.  The  credit  men  of  large  establishments,  who  occupy  a 
particularly  advantageous  opportunity  of  judging  trade  condi- 
tions, are  inclined  to  place  the  responsibility  for  tardy  remit- 
tances of  retailers,  following  upon  the  slow  payment  of  accounts 
by  customers,  to  a  popular  dread  of  drawing  upon  savings 
rather  than  to  an  inability  upon  the  part  of  the  ordinary  debtor 

2tJr®i  ""i"*'^."^®''*^^^"*  *°  P»y-  Tlie  credit  men  call  this 
excessive  devotion  to  savings  the  "hard-times  microbe."  and 
airrent  commercial  statistics  not  only  support  their  theory, 
Dut  indicate  that  the  spirit  of  economy  is  being  as  rigidly  en- 
forced m  corporate  and  in  personal  expenditure  now  as  it  was 
recKlessIy  ignored  a  few  years  ago. 

r^^^  r^^u  st»*'stics  usually  employed  in  estimating  the  pros- 
perity of  business  generally  have  been  interpreted  during  the 
past  few  months  as  evidences  of  a  semi-coUapse  of  the  buying 
power  of  the  country.  It  is  a  question  whether  in  lumping 
atthis  conclusion  too  much  emphasis  has  not  been  placed 
upon  the  drastic  reduction  in  the  revenue  of  railroads,  the 
heavy  decrease  shown  in  bank  clearings,  and  the  remarkable 
contraction  in  the  volume  of  banking  credits  to  the  commercial 
community.  Most  of  these  changes  were  produced  by  an  in- 
J?*^^*'*  inability  to  spend.  Savinw 

1**  the  banks  Tffe  beginning  to  increase  more  sub- 
stantially  than  when  the  country  was  flushed  with  easily  earned 
wealth.  The  gam  m  savings  deposits  in  the  chartered  banks 
alone  m  January  were  $4,130,000,  and  at  the  end  of  that  month 
they  were  $31,824,000  in  excess  of  the  same  month  of  the  yeS 
^K^^-  January  thrifty  Canadians  had  in 

savms^deposita  in  the  chartered  banks  $666,960,000.  This  is 
2f  o',*^e  national  credit  position.    It  shows  that 

tlie  people  as  well  as  the  lending  institutions  which  have  suc- 
cessively presented  exhibits  of  great  financial  strength,  based 
upon  their  possession  of  large  amounts  of  unemployed  CBiritaL 
have  been  able  to  make  preparations  for  any  untoward  cot- 
tingeaey  later  on. 


March  sun  is  blinrrefeS  in  f  Jh'^^^^^  "*r«"«^th  -  » 
ings  for  the  week  endin7vl,ttl,  ^ "  Toronto's  bank  dear- 
over  the  previous  week  an^^^  '^n*^  ^  $4,000,000 
second  week  ^JanSv  mZJ!  f^^,  ^"-^^  ^'^^^^  ^mce  the 
period  reported  an  Sease^r$5  000  onn""^^ 
best  since  the  third  week  fn  '  a^.?1  ^"1 '^^'"^  ^'"o  the 

millions  below  the  bTm  period  fhl",  ^^^ough  they  still  faU 
they  are  of  all  inflation  dife  to  /hi  !f  ^'^^rrngs  divested  as 
tate  speculation,  and  Tccentu^tpS  ht  ^^al  es- 

thrift,  do  not  maff  as  uSrrabl.^  P^^*=tice  of 

ficial  contemplation  ofthetS^woSlSSr"  ^  * 

durin?th'e";^,LT^^^^^^^^  on  the  bottom 

dency.  The  season  of  E^e?}  n^l.^  ^^""^  "P^^^^  ten- 
gross  earnings  are  at  leit  Sin^^v.  ^n<* 
i«  Hearing  thi  ^n.Sn^^^^V^V^'T''  ^  J^e  country 
ment  of  goods  across  thp7n.,nf!^  ''1  stimulate  the  move- 
the  ruraffiri?^SI^^cuL^v  wilf !!2  when  the  demand  from 
ther  impetus  to  trade,  ^    "  be  sufficient  to  give  a  fui- 

red-letY'^date^nThe?o^m^  f  '1'  «^^"Jficance  as  a 

some  tr  bute  lS»u!eTs^pJJ'H'^^  it  should  receive 

trying  oxpenW  from*S  we  S  '""^."^ 
wings  perhaps,  but  wTh  I  whoirbc^r'  ^"^^"^^  "^^^ 

writeT  ofthlsTtideTimrn^?  '^^u'  ^^^^lusions  of  the 
notice  is  that  underlying  cS  nn  i^^Portant  fact  to 

whom  credit  hafbien  Knce^^  *^^t  those  to 

and  in  that  event  it  is  esseS  t hTl^^^^^^  their  obligations ; 
the  country  should  be  in  a  V^«i«^*  ?®  busmess  concerns  of 
interests.  ^     ^  to  safeguard  their  own 

may  havP  a  larre  and  .vinl  ??^*f»tions,  and  although  it 
profits.   The  cause  of  fail,  "  yielding  handsome 

a  sufficiently  la^'  ^l^t^  ^a^itat        "  *°  ^^'^^ 


abilit?'^?jSew  mediuSf  ^'^^^  insolvency  also  through  in- 

through  an  unfavorable  conditon  nfVv.  ""^^  a''""* 
it  is  next  to  impoSe  to  hSw  markets  when 

outbreak  of  wai  {^£^0^  e^T^  The  sudden 

Canada  and  the  UnSedTJIJ  «^  •'^1'"^"^  corporations  in 
eral  railroads  weS^forc^^^^^^^^^  '"..^'^I'^^^S^^  ««"n<*y  wv- 

Under  such  coSlons  thp  Hii^*  ^^""^^     a  receiver, 

crisis  the  cor?,oration  has  to  fl^^^^^^       ^'^^     .y^'"^  ^o'* 
years  in  advLc?  whS  thp  !^S^'hhV*  *^ 
Win  I.  When  tha^^fl'l^^y^a^^^^^^^^^  --'^^ 

lerns^TLTgKtiof  ft"  w-K   ^^^^'^  the  prob- 

what  is  Sed  fn  X  limn-L^.-  ^o  outline  briefly 

the  British  NSh  Ampr&  ?\*'°/o"^.^  corporation.  Under 

Pariiament  atne  hasTur^^^dirt?^^^  Doniinion 
vencv  in  Canada  In  ^hp The  °"  ^nJ«^Ptcy  and  insol- 
act.  however  the  slve^J  nrovl'nL^i''  J>o™™'5n  bankruptcy 
Voluntary  A^Smrnf  Aof,  legislation- 
which  pe?sonsT^SSershfm  t^e.  mechanism  under 

tion  and  distribute  thp^fofcf.f  ''-  ^^'^n^arily  go  into  liquida- 
greatest  defect  of  th^  pro^^^^^^^^^^  The 
auyrendered  it  is  impos5ble  f^r  111  aK^^^I  ^^^^t^" 
from  further  obliSS  untn  «n  H^fiff^''  t  ^"^t  ^^^^^'^ 
charged  in  full    In  thp  TinH^J  qI  J'^bilities  have  been  dis- 

is  ^National  Ban£uX  Act  th^^^^^^^^^ 

again  with  a  clean  sheet  Affpr      v,        i"*^  business 

of  an  1"  Wi°pLHaS"„f  ""^ 


^v.^uv'E.u  uaulUK  voinpanie 
soever  incorporated  and— 

(a)  Which  are  insolvent;  or 


(b)  Which  are  in  liquidation  or  in  process  of  beinff 
wound  up,  and,  on  petition  of  any  of  their  shareholders  or 
creditors,  assignees  or  liquidators,  ask  to  be  brouriit  under 
the  iMTovisions  of  this  Act. 

In  considerinir  the  application  of  the  act,  Canadian  com- 
panies may  be  divided  as  follows:  (1)  Companies  incorporated 
under  general  or  special  act  of  the  Parliament  of  Canada; 

(2)  companies  incorporated  under  general  or  special  acts  of 
the  Provinces  before  Confederation,  which  (a)  if  incorporated 
since  Confederation  should  be  incorporated  under  general  or 
special  acts  of  Parliament  and  (b)  which  if  incorporated  since 
Confederation  should  b .  incorporated  under  general  or  special 
acts  of  Provincial  Legislatures;  (3)  banks,  insurance  com- 
panies, loan  companies  having  a  capital  stock,  and  trading 
companies ;  (4)  provincially  incorporated  companies.  (1)  and 
(2a)  are  within  the  provisions  of  the  act  whether  insolvent 
or  not;  (2b),  (3)  and  .4)  which  are  within  the  description 

(3)  are  within  the  provisions  of  the  act  if  they  are  insolvent 
or  being  wound  up;  and  (4)  which  are  not  wit>iin  the  de- 
scription (3)  are  not  within  the  provisions  of  the  act. 

In  connection  with  what  has  been  said  it  should  be  ob- 
served that  while  Ontario  has  a  Winding-up  Act  it  applies 
only  to  companies  that  are  not  insolvent  and  that  go  into 
voluntary  liquidation.  The  further  comment  should  be  made 
that  a  company  incorporated  under  the  Ontario  Companies 
Act  and  carrying  on  business  in  that  province  is  "doing  busi- 
ness in  Canada."  So,  too,  is  a  foreign  company,  wherever  it 
.  may  have  been  incorporated,  that  is  carrying  on  its  activities 
in  this  country.  The  courts  of  Canada  are  entitled  to  protect 
Canadian  creditors  of  foreign  corporations,  to  the  extent  that 
such  corporations  have  assets  in  this  country.  Finally,  it 
should  be  observed  that  the  act  does  not  apply  to  building 
companies  that  have  no  capital  stock,  or  to  railways  or  tele- 
graph companies. 

The  determination  of  insolvency.  A  company  may  be 
declared  insolvent  under  the  act,  among  other  reasons: 

(a)  If  it  is  unable  to  pay  its  debts  when  due. 

(b)  If  it  calls  a  meeting  of  its  cr^liton  f&t  the  purpose 
of  compounding  with  them. 

(c)  If  it  exhibits  a  statement  showing  its  inia>ility  to  meet 
its  liabilities. 

(d)  If  it  has  otherwise  acknowledged  its  insolvency. 

(e)  If  it  assigns,  removes  or  disposes  of,  or  attempts 
to  assign,  remove  or  dispose  of  any  of  its  property,  with  intent 
to  defraud,  defeat  or  delay  its  creditors  at  any  time. 

A  company  is  deemed  to  be  unable  to  pay  its  debts  as 
they  become  due  when  a  creditor  in  a  sum  exceeding  $200 


has  made  legal  demand  for  payment;  and  the  company  has, 
for  ninety  days  in  the  case  of  a  bank,  and  for  sixty  days  in 
all  other  cases,  neglected  to  pay  or  secure  or  compound  for 
the  sum  claimed.  By  a  demand  is  meant,  not  a  writ  of 
summons,  but  a  demand  for  immediate  iiayment,  reasonaUy 
certam  m  terms  and  not  calculated  to  mislead. 

Whm  a  winding-up  order  wiU  be  granted.  The  eourt  nay 
grant  a  winding-up  order: 

(a)  Where  a  company's  charter  has  expired;  or  when 
the  event,  if  any,  has  occurred  upon  the  occurrence  of  which 
the  charter  prov"^'>s  that  the  company  is  to  be  dissolved.  The 
order,  m  such  ci  -m,  is  made  at  the  instance  only  of  the  com- 
pany or  of  a  shareholdar. 

(b)  Where  the  company,  at  a  special  meetini?  of  share- 
Boldep?  calle(»  'or  -.he  purpose,  has  passed  a  resolution  requir- 
the  company  to  be  wound  up.  Here  again  onfer  the  company 
or  a  shareholder  may  petition. 

(c)  When  a  company  is  insolvent,  m  this  case  the  peti- 
tiomng  creditor's  claim  must  be  for  at  least  two  hundred  dol- 
lars. If  a  shareholder  petitions  he  must  hold  stock  of  the 
company  to  the  amount  at  least  of  five  hundred  dollars. 

(d)  When  the  capital  stock  of  the  company  is  impaired 
to  the  extent  of  twenty-five  per  cent.,  and  when  it  is  shown 
to  the  satisfaction  of  the  court  that  the  lost  ci^iital  will  not 
Hkely  be  restored  within  the  year. 

A  shareholder  only  may  petition,  and  he  must  hold  at 
least  five  hu;-<dred  dollars  of  the  company's  stock. 

(e)  When  the  court  is  of  the  opinion  that  for  any  other 
reason  it  is  just  and  equitable  that  the  company  shmild  be 
wound  up. 

A  shareholder,  qualified  as  above,  alone  can  petiticm. 

DuHes  of  liquidator.  When  the  petition  has  been  granted 
and  the  winding-up  order  given,  a  provisional  liquidator  is 
appointed  who  takes  temporary  possession  of  the  company's 
affairs  and  assets.  A  meeting  of  creditors,  shareholders  and 
contributories  is  then  called  to  appoint  a  permanient  liquidator 
and  inspectors.  It  i.-  e  duty  of  tha  liquidator  to  make 
an  inventory  of  the  cc  .ny's  assets,  and  to  call  in  all  claims 
against,  and  collect  ah  aebts  due,  the  company.  Under  cer- 
tain conditions  he  is  authorized  to  continue  the  company's 
business.  When  he  has  liquidated  all  assets  he  prepares  a 
dividend  sheet.  If  the  sheet  is  not  contested  within  a  pre- 
scribed period  he  pays  the  dividend  and  obtains  his  discharge 
from  the  court. 

Many  Canadian  creditors  lose  large  aims  anmi- 
aUy  beeauee  they  are  inclined  to  accept  their  losses 
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Without  further  question  and  write  them  off  to 
expenenee."  Too  often  tib«y  Uave  the  detaOe  of 
«»w^t»fir  for  liquidation  proceedings  to  the  large 
erMitore.  In  some  eases  the  latter  do  not  properly 
safeguard  their  i  terests,  shirking  individual  trou- 
ble and  responsibility.  The  result  is  that  when  the 
inspectors,  solicitors  and  the  liquidator  have  got 
through  with  the  property  there  is  UttU  left  to 
distribute.  C.-editors  need  to  be  educated  in  this 
^^ryto  the  need  of  taking  energetic  action  to 
protect  themselves  agaim  *  fraud  in  the  first  place, 
and  the  looting  of  the  property  in  the  second,  by 
those  who  make  a  practice  of  disposing  of  insolvetU 

Prineiplet  of  ReorganigaHon. 

»  nnjj^^t  "*  'y'>r8'^^ization.  It  must  not  be  supposed  that 
a  corporation  that  gets  into  financial  diflScuIties.  whereby  it  S 
;;^^'n         ^ts  obUgation-vmust  necessarirgHS  S^bJd! 

Safn  mn=f  ^  that  the  creditors 

gam  most  by  consenting  to  some  scheme  of  reorganization 
whereby  the  business  is  continued  as  a  going  conceS 
♦».n«J?n  "®        fireneral  classes  of  reorganization;  first, 
ti^f  are  necessary  as  the  result  of  insolvency,  and,^ 

fl^H  ili    li^^  ^''f  ^r^i^^^  to  readjust  the  securi^ 

and  her  e  the  control  of  the  property.   In  most  cases,  ho^ 

ra,^  Ji!'"®^  kind  or  another  have  opo»^ 

in  bringing  about  the  reorganization  of  corporations. 

We  have  already  alluded  to  the  advantages  of  reorganiza- 
tion m  heu  of  a  simple  sale  of  the  property.    Take  a  irreat 

"f^ZlV^^"^'  ^"^^  «  '"^i"       and  num^S 

tenders.     The  parent  company  wiU  own,  in  that  case,  the 

fn'i';^  nrtn'J,"'"^''*  °'  ^'-^bsidiary  companies,  each  S  which 
Thi  "  ^'^^^  ^^"'O''  mortgages  outstanding. 

The  parent  company  may  have  deposited  with  a  trust  com- 
pany,  as  the  basis  of  a  collateral  trust  bond  issue,  the  stocks 
and  bonds  of  the  subsidiary  companies,  v.hich  it  holds.  The 
parent  company  may  also  own  several  branch  lines,  with  out- 
standing  mortgages  on  each.  In  addition  mortgages  may 
have  been  placed  on  the  terminals  and  on  whatever  real  es- 
tate  IS  held,  as  well  as  other  property.  Besides  the  bonds  of 
all  kinds  outstanding  there  will  be  issues  of  common  and  pre- 
ferred  stock  and  short-time  notes;  and  in  addition  other  lia- 
bilities will  have  to  be  met,  includinr-  accounts  payable,  bank 
loans  and  accrued  wages.  All  this  seems  very  complifated- 
but  as  a  matter  of  fact  it  is  not  half  so  complicated  as  are  the 
obligations  and  relationships  of  many  large  industrial  and  rail- 
way corporations. 


Yet,  for  an  practical  mupcMes,  the  railroad  property  is  an 
iiidhriBible  unit.  It  would  avail  any  eroup  of  creditors  little 

or  nothing  to  take  possession  of  any  particular  branch  line, 
terminal  or  other  property.  The  value  of  the  mortsraged  line 
or  terminal  depend.s  upon  its  relationship  to  the  whole  prop- 
erty as  a  going  concern.  The  property,  then,  of  most  hiie 
corporations,  and  particularly  of  railroad  corporations,  is  in- 
divisible. The  various  parts  must  be  kept  together  if  they 
are  to  retain  thehr  value.  The  question  that  arises  in  case  of 
insolvency,  then,  is,  How  can  the  property  be  held  together, 
and  rertored  to  its  right  position  as  a  valuable  profit-making 
business?  Every  bondholder  and  every  stockholder  Ui  to- 
terest(>d  in  getting  at  the  right  solution  of  that  proUeia. 

Usually,  the  first  thing  that  is  done  is  to  form  commit- 
tees representing  the  various  bonds  that  have  been  issued. 
As  a  rule  these  commi  ;  ees  are  dominated  by  men  who  hold  or 
control  large  blocks  of  the  several  kinds  of  securities  out- 
standing. In  some  cases  banking  houses  which  have  undei- 
written  one  or  more  of  the  bond  issues  come  forward  and 
offer  to  serve  on  the  reorganization  committees.  Ordinarily 
it  is  not  essential  that  the  first  mortgage  bondholders  should 
organize,  as  they  are  well  protected,  and  can  afford  to  let  the 
other  creditors  first  fight  it  out.  Usually  the  stockholders  do 
not  organize  as  they  have  practically  no  voice  in  the  condi- 
tions of  reorganization.  When  the  committees  have  all  been 
formed  they  proceed  to  estimate  the  value  of  their  various 
claims  and  the  precedence  of  each. 

We  have  already  considered  in  part  why  the  bondholders 
as  a  whole,  or  as  a  class,  do  not  foreclose  and  sell  under  their 
mortgage,  or  bid  in  the  property  for  themselves.  If  the 
property  were  sold,  each  bond  would  be  accepted  at  its  par 
value.  It  should  be  observed.  howe"er,  that  it  would  be  next 
tC'  impossible  to  sell  a  large  corporation  to  an  outsider  for 
oash,  because  the  amount  involved  would  be  too  large.  Be- 
sides, an  outsider  would  prefer  rather  to  buy  the  securities 
at  a  low  price  during  the  period  of  reorganization,  and  get 
control  of  the  property  in  that  way.  And  moreover,  the  first 
mortgage  bondholders  would  get  nothing  more  than  inrincipal 
and  interest  from  such  a  sale,  which,  presumaUy,  are  well 
im>tected  already.  Those  holding  junior  securities  might  gain 
something  by  foreclosure,  although  they  might  be  forced  to 
settle  all  claims  that  rank  ahead  of  their  own,  in  cash.  The 
possibility  of  their  taking  such  action,  however,  forces  the 
reorganization  conmu-«tt^e  to  treat  their  claims  with  respect. 

The  first  duty  of  the  reorganization  committee,  therefore, 
is  to  get  at  some  working  estimate  of  the  relative  value  of  the 
differoit  daasw  of  securities.  The  bonds  of  various  descr^ 
tifliw— lonicr  aA  mBkm  nmtmmt»,  wmmi  mortgngv  houdm 


proiKrty       "««™««"  to  preserve  their  interest  in  S 

every  reoreajlhition?  V.Wk^."*  ""H?        ""in  objects  of 

property  into  .  Mndit,"  of  eSi?y-  M)  J^d  7«J5i!'*S£,*» 
doetion  of  lixed  charges  below  Smum 'earata^'  *** 

Ifo  reorganization  policy  that  neaUetn  tiM. 
fi^iL/T  t  ^  ^o^ix^ny  that  begins  without  sul 

amculties  and  at  a  time  when  it  is  highly  neceaiam 
to  keep  Its  credit  good.  On  the  omer  Z^l  it  VhL 

Pile  uSh  'wll/7*^r  ""^Oanization  must  take 
vuwe,  ivtitch  will  do  almost  irrepamble  damaao  tn 

mentfoS'tb^Ce'l&r^S  .The  first  three  of  the  objecte 
causea  compSmytS^  considerable  amounts,  be- 

lets  its  a<SViSvable  aSSfe^ 

clfne.  and  its  propert/to  faS  Sfo  nf^.'*^  ^'''''^^  "^^^^  de- 
tion  committenherefore  i^^^^^  The  reorgailiza- 

secondly,  reduc;  ifs  fixed  charges ^  °' 

these^X^sr^'fit^rby  te  s'fe^'of  lome^ot^h^ 

property;  second,  by  th^e  islA^^Lr^^S^r^SS^^ 


• 


«MeMmente  on  the  saenrity  hoMen.  The  first  two  methods 
are,  as  a  rule,  not  practicable  of  accomplishment,  for  such 
property  as  is  non-essential  to  the  business  will  be  turned  over 
to  mortgasrees;  and  in  addition  the  company  will  have  ex- 
hausted its  borrowing  powers.  Of  course,  these  conditions  wiU 
not  apply  if  the  company  is  not  insolvent,  bat  has  merely 
auffert4  a  temporary  setback.  And,  moreover,  as  has  been 
said,  even  fai  eases  of  true  insolvency  cash  is  raised  at  times 
by  the  issue  of  receiver's  certificates. 

But  the  third  method — the  securing  of  cash  by  assess- 
ment— is  generally  followed.  Naturally  the  heaviest  assess- 
ments will  fall  on  the  common  and  preferred  stockholders. 
What  will  be  secured  in  this  way  will  depend  upon  the  valot 
of  the  stock  in  the  reorganized  concern.  But  experience  has 
shown  that  the  stockholder  will  do  better  if  he  stays  in  the 
concern  than  if  he  forfeits  or  sells  his  shares.  Sometimes 
the  junior  bondholders,  although  they  are  creditors,  must  pay 
a  cash  assessment  also  to  help  set  the  business  on  its  feet. 
If  the  stockholders  are  asked  to  carry  the  whole  burden  of 
finding  the  cash  the  bondholders  may  be  left  with  the  prop- 
erty on  their  hands  and  thus  have  to  carry  the  whole  bur- 
den themselves.  Finally,  it  should  be  observed  that,  as  a 
rule,  the  cash  needed  by  a  company  is  not  all  required  at  once, 
and  the  terms  of  payment  of  the  assessment  may  be  there- 
fore made  fairly  easy. 

Great  care  should  be  observed  during  the  pro- 
cess of  reorganization  to  do  substantial  justice  to 
all  concerned,  not  only  in  arranging  for  the  new 
capitaiimtion  but  in  providing  for  cash  require- 
ments. As  a  rule  the  stockholders  of  a  big  concern 
have  appointed  men  of  conspicuous  ability  as  di- 
rectors. It  is  necessary  to  preserve  the  connection 
of  these  men  with  the  business,  net  only  because  of 
their  ability  but  because  of  their  knowledge  of  the 
concern's  affairs.  Tht  eaeh  eoTttribvtiona,  Mere- 
fore,  should  not  be  excessive;  and,  if  necessairg,  the 
bondholders  should  help  carry  the  burden. 

Reducing  fixed  charges.  In  arranging  the  reorganization 
three  fixed  charges,  as  a  rule,  must  be  dealt  with :  guarantees, 
rentals  and  interest.  A  reorganized  company  may  make  better 
terms  with  the  holders  of  the  guaranteed  stock  and  bonds  of 
subsidiary  concerns  and  with  the  owners  of  leased  property. 
This,  as  a  matter  of  fact,  is  generally  done.  If  the  company 
is  dissolved  in  the  reorganization  process,  the  new  company 
is  freed,  of  course,  from  the  terms  of  the  original  contracts. 

But  far  more  important  in  its  effects  on  fixed  charges  is 
the  substitution  for  the  interest-bearing  securities  of  the  old 


ownjtion  of  diyidend-paying  securities  of  the  new  Than 
afMB.  old  seearities  bearinff  a  hiah  nt«  nf  i^+rJ-*  I--^?? 
r^^fd  into  securities  bearing  a  toi'wte  oflSS^ 

SSurdLS'nf^!?'  ?^  Tu''^'  *°         the  holdSs  of  the 
of  fcL'f^^ff*^        same  relative  protection  and 

S°the«latfi*'j^"^^^^ 

Mrrl,««n«    A^®  strength  of  the  various  claims  against  the 

i^«  KSr-"l*''.  P'!'*  5  "^'^  ««"«ral  mortgage  S 
A  ^"^"u  '^^""'^  «"  the  existing  issues  that 

are  to  be  absorbed,  to  refund  the  old  first  mortmiw  bond, 
when  they  fall  due.  and  to  provide  for  necS^tap^SS 
ments  and  extensions.  In  time  this  generalmStgage^ 
become  a  first  lien  on  all  the  corporatio^proi^rty  G^n^X^ 
«  will  be  exchanged  for  the  ^wS"^ 

S^geoonds  under  conditions  to  be  arranged 
thpH2!fn?^«"lT''**^*^.thonds,  the  branch  line  bonds,  and 
the  debenture  bonds  are  then,  as  a  rule,  exchanged  for  gen^ 

S^?d1JI%^Sonn^'*  us  suppose  that  th^TCe  beS  St? 
1?™  &J  •^••^2«2?£25<*,"?o^«a»e  bonds,  $500,000  branch 
hne  bonds,  Mid  $1,600,000  debenture  bonds,  and  that  the  new 
t^b?«ifJf*r^'^"^''-^^""^hle  for  exchange  are  fixed,  on 
furtW  fW  T'*  ^''^'''^^  capacity,  at  $2,000,000.  Sup^ 

fssue  on  thP  hi  J/fT'"f  the  first-nS 

issue  on  the  basis  of  lowest  earnings  at  80  per  cent  of  their 
par  value,  and  the  second  and  third  issues  at60  Snt  of 
hp  nf?^**«/iA  "^""^  mortgage  bondholders  would  ken 
$loSn  o7?v,f^      AT  mortgage  bonds  for  each 

&?o  ^""^       bondholders  of  the  second  and  third 

of  he  offered  $600  of  the  new  bond  for  each  $1/000 

?L  nt™  ••  the  values  of  the  old  issues  and  the  amount  rt^ 
the  new  issue  are  based  on  lowest  net  earnings  they  must  of 
course  exactly  correspond.  Preferred  stocks  are  S' to 
SSiJjf.MSrw  °^  ^''^^^.P^^  holdings  up  to  the  old  amount! 
fSt«f^«  ?®J,f^'^  This  may  greatly  increase  the  capil 

talization  of  the  new  concern;  but  at  the  same  time  it  redui. 

Sitoffi^'      ^     ^^^""^  '°  "^^"^  ^  conducting  the  re- 


Mr.  W.  H.  Lough,  in  •'Corporation  Finance,**  rami  m  Hht 
PnncjPlM  and  results  of  reorga  Jsation  at  follows : 

J.*'*  K  ® , rmm  the  immediate 
22!!f  0' bankruptcy  by  pnn^yiif  eMh  and  at  the  aana  ttat 

reaacing  fixed  cr  .gea. 

II  reduction  of  securities  bearing  fixed  charges  may 

well  be,  and  usually  is,  accomplished  by  a  great  inmstHf  of 
dividend-paying  securities. 

(c)  In  determining  who  shall  stand  the  bsses  caused  by 
the  company's  insolvency,  the  reorganization  committee  will 
nrst  rank  the  securities  in  the  order  of  their  adklif  mi  wf& 
then  impose  the  losses  in  inverse  order. 

(d)  In  so  doing  the  directors  must  of  necessity  consider 
primarily  the  ability  of  the  security-holders  to  make  trouble 
for  or  to  wreck  the  nnrgaaiaed  eompany  If  their  demands  are 
not  satisfied. 

r^aing  necessary  cash  they  will  naturally  impose 
the  first  and  heaviest  assessments  on  stockholders;  but  they 
must  bear  in  mind  that  if  they  go  beyond  certain  limits  the 
stockholders  wffl  forfeit  their  ibnw  rather  than  pay  tha 
assessments. 

A  very  careful  study  should  be  made  of  all  the 
above  conditions  to  determine  the  principles  that 
should  operate  in  effecting  a  eneeeseful  reorgmiS^ 
zation.  Much  eapitai  kaa  hem  Uwt  in  Cemada  and 
the  United  States  through  a  failure  to  understand 
the  underlying  factors  involved.  If  a  successful 
poUey  of  reorganization  can  be  agreed  upon  it  goes 
without  saying  that  there  toiU  be  a  very  areat 
mmimo  <^  pn/ptfty  effected. 

A  tymcal  reorganization.  Many  examples  of  the  reor- 
wnlzatioa  of  companies  in  Canada  might  be  given,  but  one 
illustratioii  must  suffice.  The  following  gives  a  brief  outline 
of  the  career  of  the  Amalgamated  Asbestos  Corporation,  and 
admirably  illustrats  some  of  the  fanportant  principles  which 
nave  been  discussed : 

The  Amalgamated  Asbestos  Corpo>xaion,  Limited. 

The  year  nineteen  hundred  and  nine  was  a  merger  year 
m  industrial  and  financial  Canada,  fifty-two  companies  combin- 
ing into  ten  amalgamations  with  a  total  capital  of  $195,500,000. 
Toronto  and  Montreal  financiers  promoted  most  of  the  enter- 
prises whose  flotations  were  made  largely  in  Lontkm.  ti^^ 
some  United  States  capital  was  contributed. 

The  first  large  undertaking  of  the  year  was  the  organi- 
zation of  the  Amalgamated  Asbestos  Corporation,  Limited,  the 
mroqiieetas  appearing  eariy  is  ApiriL  Itsoiiftalwaaas  fonows: 
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Com.  Stock.  Pref,  Stock.      Bond*.  Rate. 

Authorized  $8,126,000   $1,876,000   $15,000,000  5% 

iMued   8,126,000     1,876,000  IMOJOQO 


•  •  • 


Total  authorized  capital,  $26,000,000. 

The  following  companies  entei  d  the  merger: 

Name.  Capital. 
British  Canadian  Asbestos  Company,  Limited.  .$1,000,000 

King  s  Asbestos  Mines   1,600,000 

Beaver  Asbestos  Company   300,000 

Standard  Asbestos  Company,  liUnited   160,000 

Dominion  Asbestos  Company,  Limited   600,000 

Properties  of  R.  T.  Hooper  

18,500,000 

The  seven  per  cent,  preferred  stock  was  cumulative  and 
convertible,  share  for  share,  into  common  stock  at  the  option 
of  the  holder.  One-half  the  bonds  were  issued,  being  ondni- 
written  at  par  and  carrying  a  bonus  of  26  per  cent,  common 
and  26  per  cent,  preferred  stock.  Messrs.  Cramp,  Mitchell  & 
Shober,  of  Philadelphia,  were  the  syndicate  managers,  and 
financial  arranjrements  were  carried  out  by  the  Bank  of 
Montreal  and  the  Bank  of  Commerce. 

The  prospectus  declared  that  the  company  would  com- 
mence business  with  no  liabilities  save  its  funded  debt,  with 
the  jwoperties  fully  paid  for,  and  liquid  assets  and  woridng 
capital  of  about  $90^,^>00. 

The  attention  d  readers  was  drawn  to  the  fact  that  im- 
provements in  sellingr  and  economies  in  operation  would  be 
introduced  to  increase  largely  the  earnings  of  the  company 
over  those  of  the  constituent  companies  operated  individu.^lly, 
"thus  assuring  continued  increase  in  surplus  earnings,  ap- 
plicable to  payment  of  dividends  on  common  stock." 

The  new  company  clairi'ed  to  control  about  70  per  cent, 
of  the  total  supplv  of  aabesti>"  in  the  world. 

The  organization  meeting  was  held  in  Montreal  on  June  5, 
whei'  'ihe  following  officer-  were  elected: 

E.  B.  Greenshields,  President,  Montreal;  Hon.  Robert 
Mackay,  Vice-President,  Montreal;  Howard  Ellery  Mitchell, 
Second  Vice-President,  P!  'ladelphia;  and  a  board  of  twelve 
directors,  four  of  whom  were  Canadians,  seven  Americans, 
and  one  from  London,  Eng. 

The  consolidation  resembled  recent  American  mergers 
and  was  promoted  largely  by  United  States  interests.  The 
issue  met  with  great  success,  entering  the  market  in  good 
shape,  later  settling  back  ten  points,  but  soon  recovering.  In 
October  the  stodc  was  listed  on  tlw  exdumge  with  tn^^  in 


preferred  stock  ranjrinfir  betwMB  90  and  »1  and  tai  common 

stock  between  32  and  82V4.  •«»  «•  wmnmm 

■  ^.^^^  ]he  flotation  took  plaee  in  1909  one-half  the  bonds 

iJWteaued.  which  were  fully  paid  for  by  the  underwriter* 
WBo  received  the  bonus  of  :'i  per  cent,  common  and  25  per 
••at  preferred  stock. 

The  business  of  the  first  six  months  wnt  wy  satisfac 
«7  i  J.^"^^  ^^f         ^  ^  •orporation  to 

^SU^!^J^^^^'  <*'^^<Jends  on  pi«f«md  tloek  and  a 
oanaee  of  z  per  cent,  on  common  stock. 
^^jj^^^e^.Pw«M«t's  drcdar  to  shanholdm  aoBtaiiiad  the 

"Under  the  initial  period  of  operation  the  oatnat  did  not 
inorease  greatly  over  ^e  prevlotis  Mar,  mines  were 

operating  separately.  It  is  expeete<f  ths'  '  company  will 
reap  adyuitases  of  specialization  and  ation;  also,  that 

the  oQtpat  will  reach  a  new  record  figri.  und  that  prices  will 
be  hisrher  than  previously.  The  compa.  now  has  contracts 
aggregating  upwsrds  of  $3,500,000  on  its  books,  and  is  work- 
in*  to  its  limits  in  order  to  keep  up  to  the  demand." 

About  the  middle  of  February,  1910,  an  advertisement 
appeared  declaring  that  "perhaps  the  biggest  public  issue  ever 
attempted  by  a  Canadian  industrial  concern  is  that  which  will 
be  announced  in  a  few  days  by  the  Amalgamated  Asbestos 
Corporation  of  $7,000,000  bonds,  the  offering  to  be  made  simul- 
taneously in  London,  New  York,  Philadelphia,  Boston  and 
Montreal  and  Toronto." 

P  «^®*?riK^^  announced.  Messrs.  Cramp. 

MItcf  C  M  and  Shober  took  charge  of  the  American,  wHHe  Kilcat 
waA  /.itken  handled  the  English  allotment.  The  bonds  w«e 
divided  into  $500  and  $1,000  and  offered  at  92i/j  flat. 

The  London  correspondent  of  the  "Monetary  Times"  wrote 
on  March  9,  1910,  as  follows;  "The  Amalgamated  Asbestos 
Corporation  offered  some  $7,000,C00  fh*t  mortgage  thirty-year 
6  per  cent,  sinking  fi  nd  Gold  Coupon  Bonds  at  92i/'.  The  re- 
sult in  London  has  boen  satisfactory,  and  a!though  the  pros- 
pectus has  been  criticised  in  some  directions,  the  g^^ral  re- 
ception has  proved  satisfactory." 

On  April  30,  1910,  application  was  made  to  the  Londcm 
Stock  Exchange  to  list  Amalgamated  AsbMtos  Corporatkm 
^2,017,000  fivM. 

In  the  latter  part  ot  1910  an  issue  .:>i  ??»0«,000  <rf  bonds  was 
sold  at  85. 

The  business,  however,  showed  sI^rs  of  falling  off,  and  at 
the  pnnuU  meeting  in  March,  1911,  ti  e  statement  cv  ering  the 
IHrc  .ions  seven  months  showed  th»  dvuTng  ii,>d  period  the 
profits  amounted  to  $195,424,  while  ;  «  .  ..d  int.  resi  nakl  and 
accrued  for  the  period  amounted  to  k'c''  l,-i2'6. 


The  following  comment  on  the  condition  of  the  company 
was  made  by  the  "Monetary  Times,"  of  March  11,  1911:  "The 
repOTt  is  one  of  the  most  discouraging  that  has  been  issued 
for  some  time  in  connection  with  a  company  of  the  magnitude 
of  the  Amalgamated  Asbestos,  The  profits  for  the  seven 
months  were  nearly  $60,000  less  than  sufficient  to  meet  the 
bond  mterest  and  dividends  on  preferred  stock.  It  was  doubt- 
less in  anticipation  of  some  such  result  that  the  directors  de- 
cided to  pass  the  prefeiTed  stock  dividend  last  summer." 

Mr.  McDougall,  the  president,  admitted  that  the  year  had 
been  discouraging,  but  in  addressing  the  shareholders,  sounded 
a  note  of  optimism,  claiming  that  it  was  confidently  expected 
that  the  future  had  better  things  in  store  for  Amalgamated 
^bestos. 

XI.  iSS®  °^  interesting  statements  made  was  that 

the  5300,000  bond  issue  had  been  sold  at  85  and  that  negotia- 
tions were  nearly  closed  for  the  sale  of  $200,000  more  at  the 
same  figure.  Since  no  sales  of  bonds  had  been  made  recently  in 
the  open  market  at  higher  than  around  70,  the  disposal  of 
large  blocks  at  85  was  evidence  that  financiers  had  more  faith 
in  the  fbture  of  the  company  than  had  the  investing  public. 

But  these  hopes  were  soon  dissipated  and  at  a  meeting  on 
November  27,  1911,  the  directors  resolved  to  default  the  bond 
mterest  due  on  December  1  fdtowing.  The  Royal  Trust  Com- 
pany was  requested  to  call  a  meeting  of  the  bondhol^rs  for 
the  25th  of  January,  1912. 

The  balance  sheet  issued  on  Decemeber  31,  1911,  showed 
that  the  profiis  for  the  year  were  $98,003,  compared  with  $396,- 
799  bond  interst  for  the  year.  The  profits  were  insufficient  to 
meet  even  operating  expenses,  being  $54,914  short  of  the  sum 
required,  so  that  with  $396,799  bond  interest  not  paid  the 
deficit  was  $461,718. 

The  following  is  a  copy  of  the  balance  sheet  of  Deeeni> 
her  31, 1911: 
Liabilities- 


Preferred  Stock   $1,875,000  00 

Common  Stock   8,125,000  00 

First  Mortgage  5  per  cent,  bonds   8,000,000  00 

Accounts  payable  and  pay  rolls   87,452  18 

Bills  payable   328,840  18 

Bond  interest  accrued   2S3,8SS  81 

Contingent  account   118,640  00 

R««nre«   17,248  20 


118.786,518  82 
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Anetfl — 


Property,  plant  improvemrato,  etc  

Discount  on  bonds  

Asbestos  on  hand  

Inventories  

Taxes,  insurance  prepaid  

Accounts  receivable  

Cash  

Deficiency  $  396,799  07 

Add  bond  interest  for  year. . .  396,799  07 


$17,310,486  78 


75,000  00 
693,666  01 
172,689  03 
14,143  55 
47,937  71 
19,877  75 


461,713  99 


$18,785,513  82 


The  president  issued  a  brief  circular  announcing  the  de- 
fault of  the  bond  interest.  It  claimed  that  the  smallness  of 
the  profit  was  due  in  part  to  diminished  production,  which 
was  only  two-thirds  of  the  effective  production  of  the  mills, 
the  large  mills  being  stopped  most  of  the  time.  The  British 
Qmadian  and  the  Beaver  Mills,  two  out  of  five,  produced  prac- 
tically the  entire  output. 

The  circular  enumerated  difficulties  with  which  the  com- 
pany had  to  contend.  The  system  of  grading  was  defective, 
dissatisfying  critical  buyers.  Changes  in  machinery  caused 
kws  of  time  and  money,  and  the  prices  of  mide  asbestos  had 
almonnally  declined.  , 

At  the  bondholders'  meeting  in  January,  1912,  a  commit- 
tee consisting  of  Messrsfl  J.  E.  Alfred,  Uzal  H.  McCarter  and 
H.  J.  Fuller  was  named  to  enquire  into  and  propose  a  solution 
of  the  company's  diflliculties,  and  to  r^KHrt  thowon  at  a  meet- 
ing to  be  held  four  days  later. 

The  committee's  report  called  for  a  reorganization  of  the 
company  with  a  reduced  capitalization,  so  that  the  fixed 
charges  would  be  so  low  that  under  no  circumstances  would 
the  company  at  any  time  face  a  default. 

Briefly,  the  holder  of  $1,000  bond  was  to  get  in  exchange 
a  $250  bond;  $500  in  preferred  stock  and  $250  in  common 
stock.  Bondholders  and  old  shareholders  were  invited  to  sub- 
scribe for  $85,000  new  5  per  cent,  bonds  on  a  basis  of  85  for 
bonds,  which  carried  100  per  cent,  bonus  of  conmion  stodc 
This  was  to  provide  new  working  capital. 

The  new  company  known  as  the  Asbestos  Corporation  of 
Canada,  Limited,  took  over  all  the  property,  plants  rad  araets 
of  the  defunct  company. 

Its  eairftalization  was  as  follows : 


Author^fld 
Isaued  ... 


Com.  Stock.  Pref,  Stock. 
..$3,000,000  $4,000,000 
.  3.000,000  4,000,000 


Bonds.  Rate. 
$5,000,000  5% 
3,000,000    . . . 
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nnniJS  &  ^  previous  company  amounted  to  $8,- 
S  ViSyinn  covered  by  an  issue  of  $2,000,000  bonds, 

$4,000,000  preferred  stock  and  $2,000,000  common  stock.  To 
provide  working  capital  a  further  issue  of  $1,000,000  of  bonds, 
together  with  $1,000,000  common  stock  was  madk 
.      The  "Monetary  Times"  criticized  the  insolvent  eommny 
in  plain  terms.  It  said: 

_  "The  bondholders'  values  have  depreciated  75  per  cent. 
1  He  stocks  thrown  in  as  a  sop  are  of  a  remote  value.  We  have 
yet  to  learn  that  any  other  supposedly  business-like  corpora- 
tion has  ever  run  its  affairs  in  a  way  which  has  ultimately 
entailed  the  absorption  of  three-quarters  of  the  bondholders' 
securities  m  order  to  square  matters.  That  fact  alone  is  suf- 
ficient to  damn  m  the  eyes  of  British  and  foreign  investors, 
any  further  offering  of  the  promoters  of  thf  Amalgamated  As- 
bestos Corporation.  The  bondholders'  committee  has  appar- 
ently deemed  it  necessary  to  plaster  their  report  with  excuses. 
Ihe  results  of  operation,  they  claim,  have  been  materially  af- 
fected by  difficulties  in  obtaining  practical  management  and  a 
demoralization  in  the  market  for  asbestos." 

The  kernel  of  the  whole  thing  lay  in  the  original  excessive 
capitalization  involving  a  fixed  charge  of  $400,000  per  year 
Besides,  the  company  was  inefficiently  managed  and  had  to 
face  the  cut-throat  competition  of  a  rival  company,  the  Black 
Lake  Asbestos  Company,  organized  a  few  weeks  after  the 
Amalgamated.  Had  the  promoters  of  the  merger  gained  pos- 
session of  the  Black  Lake  properties  the  disaster  might  have 
been  avoided,  but  after  all  the  genesis  of  the  matter  was  the 
unreasonable  overcapitalization  which  permitted  the  company 
barely  three  years  of  unhappy  existence. 

Neither  of  the  companies  could  weather  the  storms  of 
competition.  The  market  was  too  limited  and  for  several 
years  prior  to  1911  the  annual  output  of  asbestos  had  exceeded 
the  sales.  Price-cutting  was  resorted  to  and  the  Amalgamated 
Asbestos  Corporation  was  reorganized  as  above;  the  Black 
Lake  Company,  defaulting  its  bond  interest  in  February,  1912, 
was  reorganized,  first,  under  the  name  of  The  Black  Lake  Con- 
solidated Asbestos  Company,  and  then  under  The  Black  Lake 
Asbestos  and  Chrome  Company,  Limited. 

The  first  statement  of  the  Asbestos  Company  of  Canada, 
covering  the  seven  months  between  incorporation  and  Decem- 
ber 31,  1912,  showed  a  net  profit  over  operating  expenses  and 
bond  interest  of  $68,082.31.  Three  of  the  five  plants  were  in 
operation,  the  condition  of  the  market  not  warranting  full 
production. 

The  annual  statement  issued  on  December  31,  1913,  while 
not  inspiring,  showed  a  big  increase  in  profits  over  the  previous 
year.  In  1911  the  actual  loss  was  $64,614,  while  the  present 
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■tatement  shows  a  profit  from  operation  of  |270,932,  an 
amount  sufficient  to  meet  bond  interest  of  $148,750,  to  allow 
$67,416  for  renewals  and  betterments,  and  to  leaye  ^4»766  to 
be  carried  forward  to  surplus  account. 

The  general  manager,  Mr.  J.  D.  Sharpe,  said  the  unfilled 
orders  on  hand  amounted  to  $1,278,386,  and  contracts  for  deliv- 
ery during  1914,  were  sufficient  to  keep  the  properties  in  fidl 
operation  during  the  year,  and  that  the  physical  condition  of 
the  properties  was  better  at  the  present  time  than  at  any  oHm 
period  during  the  past  three  years. 

Altogether  the  report  was  satisfactory;  and  it  would  ap- 
pear that  the  future  of  the  company  will  in  time  permit  the 
pajrment  of  dividends  on  the  preference  stock,  and  remedy  the 
faults  of  the  position  created  when  the  orii^nal  mower  ww 
formed  in  1909. 


QuuHona  fw  Swiow, 

1.  What  is  meant  by  "insolvency"  ?  What  an  the  cnmt 
of  "true"  insolvency  ?  of  "legal"  insolvency  ? 

2.  Analyze  Bradstreet's  table  of  insolvencies  in  Canada  and 
show  the  percentage  of  failures  from  each  cause. 

3.  What  are  the  difficulties  involved  in  making  periodic 
evaluations  of  the  assets  of  industrial  concerns?  ot  railroacteT 

4.  What  effect  have  ordinary  trade  conditions  on  the 
solvency  of  a  business?  What  is  the  importance  of  periods 
of  trade  settlements  in  Canada's  industrial  life? 

6.  State  the  main  provisions  of  the  Dominion  Winding-up 

Act. 

6.  When  may  a  compsiqr  be  declared  insolvott  under  that 

Act  ? 

7.  Do  we  need  a  general  bankruptcy  act  in  Canada? 
Under  the  B.  N.  A.  Act  where  lies  the  authority  over  ques- 
tions of  bankruptcy  and  insolvency  in  Carv.da? 

8.  How  can  a  corporation  fail  when  its  assets  are  greater 
than  its  liabilities? 

9.  What  general  committees  are  appointed  when  a  com- 
pany is  reorganized?  State  the  relative  strength  of  the  dif- 
ferent classes  of  bondholders ;  of  the  stockholders. 

10.  Why  must  the  stockholders  and  the  junior  bond- 
holders provide  the  necessarj  cash  to  begin  business?  In 
what  proportion  should  the  cash  be  provided  by  each  class  ? 

11.  What  are  the  chief  principles  that  should  be  followed 
in  providing  for  a  sueeessful  reorganization? 
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12.  Why  most  fixed  interest  charges  be  reduced  ?  To  what 
«rtent  should  dividends  replace  interest  charges  ? 

13.  How  are  the  difficulties  of  exchanging  securities  fw 
each  type  of  security  outstanding  settled? 

14.  Give  the  history  of  any  reorganization  in  Canada  with 
which  you  are  familiar. 

Qtuttiont  for  WritUn  Amwer. 

15.  What  kinds  of  companies  can  be  liquidated  or  reor- 
fl^ized  under  the  Dominion  Winding-up  Act?  What  proof 
will  be  accepted  for  legal  insolvency? 

16.  State  the  principles  according  to  which  the  different 
types  of  securities  are  exchanged  for  new  securities. 

17.  To  what  extent  should  the  stockholders  be  provided 
for  m  the  reorganization  of  -  company? 

18.  Bring  up  any  difficuities. 
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LESSON  XI. 

Mm^mOoHon  of  Corporations  by  Officers,  Dirteton  and 

StoeUuOdtrs, 

The  corporate  organization  of  industry  is  undoubtedly  the 
most  economic  and  efficient  method  of  conducting  busmess  that 
has  ever  been  devised.  Nevetheless,  there  are  obvious  draw- 
backs m  the  system,  not  the  least  of  which  is  the  comp^jm- 
tive  ease  with  which  officers  and  directors  may  use  the  capital 
Of  others  for  their  own  advantage.  Of  course,  we  do  not 
mean  to  say  that  dishonesty  occupies  any  important  place  in 
^  organization  of  business  either  in  Canada  or  the  United 
States;  yet  from  time  to  time  fraudulent  and  unfair,  not  to 
say  unsound,  methods  do  come  to  light  which  shake  the  con- 
fidence  of  the  pubhc  in  the  integrity  of  those  in  control  of  large 
business  interests.  It  may  be  worth  while,  therefore,  to  pass 
m  review  briefly  some  of  the  devices  adopted  by  unscrupu- 
lous men  to  separate  the  investor  from  his  money  and  proper- 
ty, so  that  the  reader  will  be  able  to  judge  better  what  is  nn- 
tair,  unsound  or  fraudulent  in  conducting  any  particular  busi- 
ness. In  a  word,  it  is  essential  that  the  banker  should  be  able 
to  discern  at  once  the  difference  between  legitimate  and  dis- 
honest business  methods,  so  that  he  may  take  action  to  pro- 
tect himself  and  his  clients'  interests. 

Mr.  Seymour  D.  Thompson,  in  an  address  on  "Abuse  of 
Corporate  Privileges,"  printed  in  the  "American  Law  Review." 
says: — 

"Our  corporate  life  is  honeycombed  with  corruption.  A 
corporation  is  formed;  its  business  is  put  into  the  hands  of 
certam  managers  holding  some  of  its  stock  and  expert  in  the 
management  of  its  bushiess.  Debts  are  created  and  t  »  man- 
agers become  the  creditors.  The  result  is  that  rings  are 
organized  within  rings,  wheels  within  wheels,  combinations 
within  combinations.  The  managers,  in  the  character  of  credi- 
tors, seize  upon  and  foreclose  the  property  of  the  corporation, 
and  by  well-known  processes  squeew  the  other  stocMioIders 
out  and  become  themselves  the  proprietors,  with  larger  hold- 
ings than  they  had  before.  This  sweating  process,  dignified 
by  the  name  of  foreclosing  and  reorganizing,  has  come  to  be  a 
regular  industry  in  our  courts  of  justice.  Courts  of  justice 
have  neither  the  time  nor  the  means  to  take  upon  themselves 
the  management  of  all  the  corporations  in  the  country;  and 
therefore  the  outraged  and  complaining  stockh(^rs  are  told 
that  they  cannot  come  into  court  untfl  they  lum  exluuisted 
•II  the  ranedies  within  the  corporation." 
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It  must  not  be  supposed  that  these  delinqpnidw  are  con- 
fined to  men  of  great  wealth,  who  are  in  control  <rf  hoce  cor- 
porations. Indeed,  such  men  as  a  rule  feel  their  responsiMitieB 
too  keenly  and  have  too  high  a  sense  of  honor  to  practice  the 
frauds  mentioned.  As  a  rule,  it  will  be  found  that  the  officers 
and  directors  of  the  smaller  and  newly-organized  corporations 
are  the  ones  who  abuse  their  positions  and  take  advantage  of 
the  investing  public.  It  may  be  said  here,  also,  that  those 
most  competent  to  express  an  opinion  on  the  subject  are  con- 
fident that  the  education  of  the  public  and  the  throwing  of  the 
light  of  publicity  on  corporation  affairs  are  the  best  remedies 
for  such  abuses  as  have  been  mentioned. 

Exorbitant  salaries  and  stock  commissions.  One  of  the 
most  common  methods  of  appropriating  the  profits  of  a  cor- 
poration is  found  in  the  paying  of  exorbitant  salaries  and  the 
giving  of  commissions  on  the  sale  of  stock  by  executive  officials. 
A  leading  Canadian  weekly  made  the  following  comment  on 
such  practices  in  the  case  of  an  insurance  company  that  has 
been  under  fire  for  some  time  in  this  country : — 

"It  would  seem  that  for  some  time  past  the  shareholders 
have  been  suspicious  that  all  was  not  rijfht  and  have  been 
carrying  on  a  little  private  investigation  on  their  own  account. 
They  have  discoveivd,  for  instance,  that  the  manager  of  the 
company  has  not  only  been  getting  the  comfortable  salary  of 
$6,000  per  year,  but  as  a  side  issue  he  had  a  contract  with 
the  company  whereby  he  received  10  per  cent.,  or  approxi- 
mately $14  per  share,  on  all  new  stock  sold,  and  it  further 
developed  that  new  stock  had  been  sold  and  issued  at  a  cost 
to  the  company  of  from  $2  to  $7  per  share,  the  bidanee  accru- 
ing to  thr  lucky  manager. 

"A'  the  annual  meeting  of  the  Capital  Company  of  Winni- 
peg, held  last  month,  it  developed  that  the  company's  affairs 
had  been  audited,  but  that,  as  the  audit  showed  the  company 
to  be  insolvent,  the  auditor  was  discharged  and  the  report  sup- 
pressed. In  this  connection  the  directors  told  the  sharehold- 
ers that  the  auditor's  report  was  solely  for  their  own  informa- 
tion. Ordinary  shareholders,  of  course,  are  not  entitled  to 
know  as  to  the  solvency  of  the  concern  into  which  they  have 
put  their  money. 

"In  reply  to  the  question  as  to  the  amount  of  insurance 
cancelled  during  the  year,  it  was  admitted  to  have  been  in 
the  neighborhood  of  forty  per  cent.,  which,  as  the  share- 
holders' report  says,  is  an  alarming  state  of  affairs,  and  adds 
only  another  reason  for  a  searching  investigation  into  the  com- 
pany's afl'airs.  It  was  also  admitted  by  the  management  at 
the  meeting  that  they  were  unable  to  write  new  insurance  in 
the  Province  of  Manitoba,  owing  to  the  company's  inability  to 
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^nH  "t^f deposit  with  the  Inspector  of  Inauraae^ 
fnliif*  '  "^^'^^  *  Dominion  charter  had  been  secured,  T^S5 
«SSl?Jlf^*^  *°  the  company  being:  unable  to  comply  with 
f^ihTTA^^^"^'  ^h'ch  are  that  the  company  should  satia- 

U^,m''oZVr^SL'^^  *^   ^  • 

.nmJiSf  ^S*"?  o^^I'ifectors,  according  to  the  report  of  the 
ff^n  o«^®  °^  ^'Jff*^^'**®'.!'  possible  means  to  stifle 

ft  nil? °^  company's  affairs,  and 
Ljh?.^^^r!i*^JL*^^  persistence  that  the  directors 

mm  cdmplied.  the  annual  meetmg  being  adjourned  to  a  later 
we  ^to  allow  of  some  investigating  being  done. 

There  IS  one  thing  certain,  if  the  Capital  Life  of  Winni- 
Sfff 'if  T«T°J''^"*i  it  deserves  to  be  with  the  management 

f^"®'"       shareholders  get  to  the 
bottdm  of  its  affahrs  the  better  they  will  be  off.   In  the  in- 
would  warn  one  and  all  that  the  company  is  not 
safe  to  insure     th,  and  at  the  moment  it  cannot  do  businem 

iSiowJ  itsTSes"'?'^  "  ^'P'*^ 

if  ^!flu"'*     .^"^i*  *^^^s     P'^ve  fraud,  especially 

If  the  officers  and  their  friends  control  a  majority  of  the  stock. 
Nevertheless,  the  practices  mentioned  in  connection  with  the 
management  of  the  company  cannot  be  justified,  and  certainly 
injure  the  position  of  the  minority  stockholders. 

Fraudulent  contracts  and  new  eompaniea.  A  practice  all 
^^i^S?**"  «  ^'^^t^on  of  an  understanding  between  the 
purchasing  officials  of  a  corporation  and  the  firms  from  whi-h 
supplies  are  bought,  whereby  th»^  former  secure  a  rake-off  on 
an  contracts  entered  into  As  a  rule,  however,  the  subordinate 
official  IS  not  the  real  culprit,  the  true  offenders  being  officers 
higher  up  m  the  concern.  A  small  group  of  ofBcers  or  direc- 
tors nwy  gam  control  of  the  stock  of  a  company  and  then 
proceed  to  enter  into  contracts  that  absorb  all  the  profits  of 

-i^u'T?^^*'°"lJ®^X'"*^  absolutely  nothing  for  the  minority 
stocTcholders  m  the  shape  of  dividends.  Here,  again,  it  is  diffi- 
cult to  secure  a  remedy  and  prove  fraud. 

officers  of  a  corporation  are  in  a  position  to  dis- 
cover What  part  of  the  business  yields  the  best  returns.  In 
some  instances  they  take  advantage  of  that  knowledge  to 
promote  independent  enterprises  in  the  best  territories,  and 
to  practically  hand  over  the  business  in  these  localities  to  the 
new  concerns.  Or,  again,  after  having  secured  capital  from 
investors  to  promote  and  develop  a  particular  invention  or 
commodity,  subsidiary  companies  have  been  formed  and  given 
special  amtracte,  whereby  they  have  absorbed  aU  the  profits  • 
This  is  done,  of  eotttse,  without  tiie  knowledge  or  e^^^ 
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the  stockholders  who  do  not  form  part  of  the  inner  "ring." 
In  these  ways  the  returns  to  the  parent  company  are  reduced; 
while  the  subsidUury  comitanieB  that  are  controlled  by  the  hi- 
terested  officials  of  the  parent  ooneem  receive  praetieally  all 

the  profits.  It  Roes  without  saying:  that  the  ethics  of  such  a 
procedure  cannot  be  justified,  however  hard  it  may  be  to  prove 
firaud  in  a  court  ot  law. 

Unfair  use  of  inside  information.  A  corporation  official 
is  justified,  on  the  whole,  in  dealing  in  the  securities  of  his 
own  company  provided  he  does  not  injure  the  business  in 

any  way  in  the  hope  of  training  by  "short"  sales.  Officers 
and  directors,  from  the  ethical  as  well  as  the  legal  point  of 
view,  have  a  perfect  right  to  sell  stock  or  to  buy  it  according 
to  their  judgment  of  prevailing  or  future  market  values. 
This,  however,  is  quite  a  different  matter  from  their  uiUmpt- 
ing  to  enrich  themselves  at  the  expense  of  the  ooneem. 

For  example,  it  is  entirely  wTong  for  an  official  to  sell 
the  stock  of  his  corporation  unless  he  has  received  explicit 
authority  so  to  do.  Officials  have  been  known  to  sell  stock 
to  buyers  at  the  prevailing  market  price,  and  then  to  issue 
to  themselves  treasury  stock  at  a  lower  price.  This  is  a 
finudulent  transaction,  and  the  courts  have  ordered  the  differ- 
ence in  price  to  be  made  good  to  the  corporation  at  the  request 
of  shareholders  of  the  company. 

Another  example  of  the  misuse  of  inside  information  is 
found  in  the  manipulation  of  a  corporation's  property  when  it 
is  known  that  it  must  soon  go  into  the  hands  of  the  liquidator. 
There  are  cases  on  record  which  show  that  officers  have  ex- 
changed their  stock  for  the  interest-bearing  obligations  of  the 
concern,  and  have  even  placed  these  securities  in  the  hands  of 
a  third  party,  so  that  the  claim  could  be  enforced.  Such  tran- 
sactions, however  they  may  appear  in  the  eyes  of  the  law,  are 
dishonest,  and  injure  other  stockholders. 

Ar  official,  especially  if  he  is  treasurer  of  his  company, 
may  take  advantage  of  his  position  to  buy  up  the  notes  or 
other  obligations  of  the  concern  at  a  discount  and  redeem  them 
at  their  full  face  value.  Of  course,  such  a  transaction  will 
take  place  onlv  if  the  company  is  in  difficulties,  for  otherwise 
the  notes  would  not  have  gone  to  a  discount.  The  courts  have 
held  that  such  a  practice  is  legal,  ag  the  funds  of  the  corpora- 
tion are  supposed  to  meet  obligations  as  they  occur,  and  are 
not  set  aside  to  dl.icharge  any  particular  debt.  But  once  more 
it  should  be  observed  that  the  whole  transaction  is  essentially 
dishonest,  as  the  officer  has  made  use  of  hh  position  to  secure 
a  private  profit.  In  this  as  in  the  other  cases  cited  there  has 
bc^  an  abvm  of  a  position  of  trust,  and  the  c^neials  have 
been  unfaithful  to  the  company  which  has  employed  them. 
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It  would  be  unfair  to  aay  that  the  taking  of 
exorbitant  salariea,  or  eoUution  in  nuiktng  eon- 
iraetg,  or  the  formation  of  new  companies  for 
eapeeially  profitable  business,  or  misuse  of  confiden- 
tial information  characterizes  corporate  activity  to 
any  great  degree  either  in  Canada  or  the  United 
States.  Yet  the^e  devices  are  adopted  at  timea  by 
wuerupulous  officers  to  enrich  themselves  at  the 
expense  of  other  stockholders.  The  chief,  if  not  the 
only,  remedy  for  these  abuses  is  to  turn  on  the 
light,  and  to  educate  investors  so  that  they  wiU 
know  how  to  protect  tkenueUfet  Of^tinet  diahoneety 
and  fraud. 

Manipulation  by  directors.  It  is  difficult  to  draw  the  line 
between  manipulation  by  officers  and  manipulation  by  direc- 
tors, because  in  some  cases  collusion  between  the  two  is  essen- 
tial for  carrying  out  any  unfair  or  dishonest  scheme.  There 
are  certain  methods  that  are  followed,  however,  that  are  in- 
tended primarily  to  benefit  the  directors,  and  with  these  we 
may  now  deal. 

There  are,  in  general,  four  methods  of  transferring  the 
assets  of  a  corporation  or  an  undue  share  of  its  profits  to  the 
directors.  These  are: — 

(a)  Fraudulent  purchases  and  contracts. 

(b)  Formation  of  new  oompanieB,  especially  for  profit- 
able business. 

(c)  Deceiving  the  general  body  of  stockholders  by  jug- 
gled accounts. 

(d)  Forcing  the  company  unnecessarily  into  the  hands 
of  the  liquidator. 

The  first  two  methods  of  "milking"  a  corporation's  profits 
have  ah«ady  been  discussed,  and  directors  who  are  engaged 
in  dishonest  practices  merely  vary  such  methods.  For  exam- 
ple, the  directors  of  a  corporation  are  usually  very  closely  as- 
sociated with  its  promoters,  and  in  the  majority  of  instances 
share  in  the  profits  of  promoting  the  enterprise.  There  are 
cases  on  record  where  the  directors  have  permitted  the  pro- 
moters to  get  exceptionaly  large  returns,  nujm  than  they 
were  reasonably  entitled  to  receive,  the  object  being  to  share 
the  spoil  between  those  interested.  Plainly  an  injustice  is 
done  here  to  the  great  body  of  shareholders  who  have  put  their 
money  in  the  business. 

Many  examples  might  be  given  of  deals  between  the  direc- 
tors of  a  corporation  on  the  one  hand  and  themselves  as  indi- 
viduals on  the  other.  In  one  instance  the  directors  of  a  com- 
Pfttiy  after  having  bought  a  large  block  of  land  caused  the 
company  to  devdop  part  of  the  property     erecting  hanclBoaie 
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and  extensive  buildings  thereon.   Thev  nM  onlv  ir 

immediL?'  the  corpoSb'nTu  A  or.  JlZ 

Son  !!  iT'*''"'^T  "^^''^  t^^y  on  specula- 

tlon.  Readers  will  recall  many  such  cases  concerning  whifih 
they  are  personally  coirnizant.  It  is  said  anraSSthr^h 
H??  ho'v^'h"'  ^^^^  "'^^  prominent  in  cSSSdiSn  pubHc 

as  to  ?he  iSTn'n'^r"^^  "^^^^^^  '""'de  infornfation 

rSh^old^.TsSs.^''^ 

i«  ^iS^^Ojxmdt  to  gfockholdera.  In  some  cases  the  directors 
^'-^r*  themselves  or  a  subsidiary  company  hi 
W  hnn/Zf  h?ve  nracticalb  forced  stocffldeS 

to  buy  bonds  to  provide  capita  for  a  losine  venture  thrMten! 

lesVttv'H^'^^^'^r  of  theirT^pe^ 

iwef     no?tl?e  nn^T  ^h^**-  ^endrare  the 

fc«M-«  ♦S^l  •  only  jramers  from  the  transaction,  the  stocks 
holders  throwmgr  pood  money  after  bad. 

«;^„^''"'"'"^"J  Canadian  financial  journal  recently  comment- 
ed on  a  proposed  sale  of  bonds  to  stockholders,  where  it^ 
rhelT/''  absolutely  no  security  was  off^  to  proJSt 
luL^        ^®  toSfether  with  the  reply  of  the  soH- 

Po„oJ'°"'®  very  remark  .blF  'bonds'  have  been  offered  to  the 
nAl  V^v?"^'"^  '^'rr.^  ^^'^  three  years  or  thereabouts,  but 
^9"  nn^  '7  S^''^''^'  been  more  remarkable  than  the 
$2=.,00n  laaue  of  6  per  cent,  bonds  which  it  is  proposed  to 

VZ-^^":  '1^"  Bugle  Realty  CompanTLimited^ 

which  will  be  voted  upon  at  a  special  general  meeting  of  shared 
holders  at  the  office  of  the  company  in  the  Annex  BuUding, 

Montreal,  on  Monday  next. 

fV,o  p,^  ^-iHpd  Jones-Brown  Limited,  of  Toronto,  owes 

L^^'t^  ^TJi^^'l  «^  ^^^i'^h  ^6,000  is  accrued 

interest  to  date  and  the  balance  is  instalment  payments,  the 
Whole  m  connection  with  the  purchase  from  Bugle  of  a  certain 
^n^nn^*®  property  for  the  sum  of  $100,000.  Of  this  price 
$10,000  represents  the  assumption  bv  Jones-Brown  of  first 
and  second  mortgages  to  that  amount;  the  balance  was  to  be 
paid  to  the  Bufirle  m  cash  instalments,  and  $20,000  has  been 
so  paid. 

"In  order  to  hold  the  property  and  remain  solvent,  the 
Jones-Brown  concern  is  of  course  obliged  to  pay  the  interest  on 
the  first  and  second  mortga?es.  But  the  "ones-Brown  concern 
IS  unable  to  meet  the  February  interest  on  the  first  mortgage' 
to  iiUgle  stockholders,  not  to  mention  of  course,  the  S6,000 
accrued  mterest  on  the  purchase  money,  now  due  to  6u|^ 


The  Bugle  Company,  therefore,  in  «  disposition  of  generosity 
which  unfortunately  is  all  too  rare  in  this  eruel  world,  pro- 
posM  not  merely  to  let  the  Jones-Brown  concern  go  on  owing 
the  instalments  and  interest  on  the  purchase  money,  but  also 
to  lend  the  Jones-Brown  concern  some  |110,000  with  which  to 
J  *  second  mortgage-holders  in  a  state  of 

quietude.  It  is  true  tliat  the  JooM-Brown  concern  is  required 
to  pay  a  inremium  and  interest  on  this  loan  which  together  will 
amount  to  13  per  cent,  per  annum  for  five  years,  but  the  Bugle 
Company  gets  no  fur^  ler  security  for  this  sum  than  it  alrei^ 
had  for  the  payment  or"  the  balance  due  on  the  purchase  moBW, 
namely,  a  charge  against  the  property  transferred, 
xu  order  to  obtain  the  money  to  advance  to  Jones-Brown, 
the  Bugle  directors  are  calling  upon  their  shareholders  to  take 
bonds'  to  the  extent  of  40  per  cent,  of  their  stock  holdings. 
These  bonds,'  observes  the  president  in  the  letter  already  quot- 
ed, 'would  have  as  security  the  mortgage  of  $46,000  due  by 
Jones-Brown  Limited.'  This  is  an  entirely  novel  doctrine  of 
bond  security.  The  'mortgage' wesumably  is  ah^dy  the  pro- 
p«rty  of  the  Bugle  Company.  The  shareholders  of  the  Bugle 
Company  are  being  asked  to  buy  bonds  based  on  a  security 
which  already  belongs  to  themselves.  It  is  perfectly  simple, 
only  very  new.  Smith  owes  Jones  a  hundred  dollars — ^whidi 
he  cannot  pay,  nor  can  he  pay  the  interest,  and  he  needs  OMra 
money  anyhow;  so  he  comes  to  Jones  and  says:  'Jones,  lend 
me  another  hundred  dollars  on  the  security  of  that  claim  that 
you  have  against  me  for  the  first  hundred.'  And  Jones  falls 
fwrit!  Perhaps. 

'The  Bugle  president  speaks  of  'the  mortgage  of  $46,00 
due  by  Jones-Brown.'  In  the  by-law,  which  is  more  likely  to 
be  leprally  correct,  this  'mortgage'  is  spoken  of  as  'the  hypo- 
thec existing  in  the  company's  favor  over  the  property  sold 
to  Jones-Brown,  Limited.'  But  whether  it  is  a  mortgage  or  a 
hypothec  does  not  greatly  matter.  If  it  is  a  mortgage,  it  is  a 
third  mortgage,  preceded  by  first  and  second  mortgages  cov- 
ering 40  per  cent,  of  the  value  of  the  property  as  fixed  in  opfn 
sale  before  the  war;  it  covers  the  value  of  the  property  after 
the  first  40  per  cent,  and  up  to  80  per  cent,  of  this  befofe- 
the-war  valuation.  As  a  mortgage,  it  is  a  joke. 

"It  may  be  very  necessary  for  the  shareholders  of  Bugle 
to  do  something  to  protect  their  equity  in  the  property,  which 
they  have  plainly  allowed  to  pass  into  hands  incapable  of  pro- 
tecting it.  But  they  should  understand  quite  plainly  that  in- 
steady  of  making  a  13  per  cent,  investment  they  are  financing 
a  forlorn  hope  for  keeping  a  real  estate  specu?"tion  out  of  the 
hands  of  its  creditors.  And  they  should  see  to  it  very  care- 
fully that  any  funds  which  they  are  now  compelled  to  put  up 
shall  be  used  for  the  protection  of  the  property  from  its  mort- 
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gage  creditMw  and  for  no  other  wmote   The  nrnnn««H  Ki,  i«« 

folloIJf-J***'  iolteitoni  <rf  the  Bufle  Realty  Company 

"We  are  the  solicitors  for  that  company  and  iinHpr  fV,o 

m  tne  oy-iaw  wftieh  It  was  proposed  to  submit  to  a  nmwiai 
SirS."'  of  th.  JXJJ  foJ'lSSf 

"We  have  read  and  carefully  considered  your  article  and 
nLf^V^i^^r?"  ^^"^  °'       oncers  and  direct5?of  the 

t"'*  ?         ^/l-^'iV  P*''"^  Jones-Brown.  Limited, 

of  Toron  o  owes  the  P.uple  Realty  Company  some  $40,000  and 

ttorcompanv''''  '"'^^^^^"^'"^       bali^ce  of  pricJ  of  iSe  to 

T  sv,  r^^'fu  Bugle  Realty  Company  sold  to  Jones-Brown, 
Limited,  the  property  in  question  there  were  first  and  second 
hypothecs,  to  which  you  refer,  coverinsr  the  property  for  which 
tfte  Bugle  Realty  Company  was  liable  as  part  of  its  pcrchase 
^ce.  and  which  Jones-Brown.  Limited,  in  turn  assumed  as 
^nJ^l  purchase  price.  Jones-Brown.  Limited,  having 
failed  to  pay  not  only  the  interest  dae  to  the  Bugle  Realty 
Company  but  also  the  interest  due  on  the  underlvini'  hypothec^ 
It  was  essential,  m  order  that  tlie  shareholders  of  the  Bugle 
Realty  Company  could  protect  their  equity  in  the  property, 
that  they  pay  the  interest  on  these  under-lying  hypothecs  for 
which^  of  course,  the  Bugle  Realty  Company  was  always  liable 
In  order  to  provide  the  funds  necessary  to  meet  these 
and  other  obligations,  and  protect  the  property,  the  directors 
of  the  Bugle  Realty  Company  submitted  to  the  shareholders  of 
that  company  a  proposal  that  they  should  create  an  issue  of 
bondSiOT  debentures,  and  should  secure  that  issue  by  assigning 
to  a  trustee  for  the  holders  of  the  proposed  bonds  the  equity 
of  the  Bugle  Realty  Company  in  the  property  now  held  by 
Jones-Brown.  Limited,  and  the  obligations  of  Jones-Brown, 
l  imited.  The  bond  issue  would  be  a  bond  issue  subject  to 
underlying  hypothecs  it  is  true,  but  in  that  regard  would  not 
be  by  any  means  'unique'  as  your  article  states. 

"The  proposed  bond  issue  is,  in  our  opinion,  a  perfectly 
legal  transaction  from  every  point  of  view,  and  we  have  so 
advised  the  directors.  It  enables  the  Bugle  Realty  Company  to 
give  a  proper  preference  to  those  of  its  shareholders  who  come 
forward  m  this  emenrency  and  provide  the  company  with  the 
funds  necessary  to  protect  its  property  over  tliose  other  share- 
holders who  cannot  or  will  not  do  so. 
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"Your  Smith-and-Jonea  anecdote  is  amusinK  but  utterly 
inapplicable.  The  Bujrle  Realty  Company  will  itself  owe  to 
those  who  take  up  the  proposed  bonds  any  amount  subscribed 
on  the  bonds;  and,  in  addition  to  this  company's  obligation,  the 
subscribers  will  have  a  transfer  of  the  company'i  'equity'  ia 
the  property  sold  to  Jones-Brown,  Limited. 

"The  directors  of  the  Bugle  Realty  ComiMny,  after  due 
consideration,  decided  unanimously  that  it  was  inadvisable 
from  the  point  of  view  of  the  BuKle  Realty  Company  to  take 
steps  to  cancel  the  sale  to  Jones-Brown.  Limited,  and  to  have 
the  property  sold  by  the  sherifT.  They  considered  it  preferable, 
under  prevailing  conditions,  that  all  the  proposed  financing  as 
to  discounting  bonds,  interest,  taxes,  etc.,  bs  done  for  the 
account  of  Jones-Brown,  Limited,  ami  with  ultimate  recourse 
against  that  company. 

"We  may  add  that  at  a  special  meeting  of  the  sharehold- 
ers of  the  Bugle  Realty  Company,  at  which  the  matter  was 
fully  discussed,  there  was  no  objection  taken  by  any  share- 
holder to  the  proposed  plan. 

"In  regard  to  the  last  paragraph  of  your  article,  we  trust 
that  you  do  not  mean  to  suggest  that  the  amount  of  money 
proposed  to  be  raised  by  the  company  will  be  applied  to  any- 
thing but  proper  purposes.  Such  an  inference  would  be  alto- 
gether unfair  and  unfounded.  The  proceeds  of  any  sale  of 
these  bonds  will  be  devoted  to  paying  off  hypothecary  obliga- 
tions of  the  company  having  precedence  of  the  hypothec  secur- 
ing the  proposed  bond  issue,  and  for  taxes,  or  otherwise  for 
the  protection  of  the  interests  of  the  bondholders  and  <tf  the 
company  itself. 

"We  trust  that  you  will  take  steps  to  remedy  the  erron- 
eous impression  created  by  your  previous  article." 

The  reader  will  observe  that  no  judgment  has  been  passed 
on  the  legitimacy  of  this  proposed  bond  issue.  The  facts  are 
presented  merely  to  show  how  bond."  are  issued  that  may  be 
practically  worthless,  in  which  the  .stockholder  puts  his  money 
to  protect  men  who  may  be  acting  in  collusion  with  the  direc- 
tors of  another  concern.  In  all  such  transactions  the  courts 
will  assume  that  a  corporation  is  honestly  managed  in  accord- 
ance with  the  wishes  of  the  stockholders  unless  the  contrary  is 
absolutely  proved. 

The  formation  of  neio  companies:  juggling  accounts.  The 
looting  of  a  corporation's  treasury  by  the  formation  of  new 
companies  by  its  directors  is  similar  to  the  practice  followed 
by  officials.  The  directors  in  this  case  organize  subsidiary 
companies,  of  which  they  are  the  chief  stockholders,  and  then 
arrange  for  favorable  contracts  between  the  parent  company 
and  its  subsidiaries,  whereby  the  chief  profits  go  to  the  latter 
eonewtts.  In  o&or  oues  whoe  the  same  mm  act  as  ^^reeton 
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on  the  boards  of  two  or  more  corporations  they  may  put 
agreements  through  which  yield  profits  to  themselves  person- 
ally, and  not  to  the  corporation  whose  business  interests  tb':y 
are  expected  to  protect. 

There  have  been  some  cases  recently  before  the  Canad  an 
public  that  illustrate  the  other  method — ^the  jugglinsr  of  ,<c- 
counts — by  which  the  stockholders  of  a  company  may  be  x-. 
jured  by  unscrupulous  directors.  In  these  cases  the  annual 
balance  sheet  and  the  statement  of  profit  and  loss  showed  that 
the  corporations  were  in  a  flourishing  condition,  whereas  assets 
had  diminished  in  value  and  dividends  were  paid  out  of  capital 
account.  In  these  instances  the  directors  hope  to  preserve 
the  credit  of  the  concern  until  they  can  dispose  of  their  hold- 
ings ;  then  the  report  of  a  capable  and  properly  qualified  audi- 
tor is  seccred  by  stockholders  whose  suspicions  have  been 
aroused,  and  the  corporation  goes  into  bankruptcy.  In  such 
cases  the  concealing  of  the  true  condition  of  the  company  per- 
mits directors  to  dispose  of  their  holdings  or  take  profits  that 
have  not  been  earned.  It  is  the  stockholders  that  remain  with 
the  concern  that  finally  lose  their  money.  The  remedy  for 
this  state  of  affairs  is  the  insistence  by  the  stockholders  of 
frequent  reports  on  the  standing  of  the  company  by  properly 
qualified  accountants. 

Damaging  a  corporation's  securities  and  property.  Di- 
rectors have  sometimes  used  all  earnings  to  improve  the  value 
of  a  corporation's  property,  leaving  nothing  for  interest  or 
dividends.  When  the  concern  has  been  forced  into  liquidation 
they  have  bought  up  the  mortgages  and  bonds  at  a  heavy 
discount,  and  through  their  control  of  stock,  and  mortgages, 
got  possession  of  a  raally  valuable  property.  In  some  cases 
the  stockholders  of  the  old  corporation  have  forced  the  direc- 
tors to  yield  possession  of  the  property,  the  latter  retaining 
only  the  equity  that  they  had  in  it  through  their  investmoits. 

In  other  instances  the  directors  have  sold  some  property 
of  the  corporation  to  another  corporation,  in  which  they  were 
interested,  taking  in  payment  securities  of  no  value.  The 
second  company  has  then  realized  upon  th*"  property  that  was 
sold  to  it,  in  the  proceeds  of  which  sa)  ae  directors  have 
shared.  The  corporation  that  holds  the  securities  in  this  case 
suffers  a  direct  loss  of  assets,  as  nothing  can  be  realized  on 
the  securities  held.  Many  other  illustrations  might  be  given 
where  dishonest  directors  enrich  themselves  at  the  expense  of 
the  corporation  whose  businoM  is  entrusted  to  thdr  manage* 
ment. 

Under  the  various  Companies  Acts  in  Canada  it 
is  provided  that  no  mortgage  shall  be  placed  on  the 
permanent  assets  of  a  corporation  unthout  the  eon- 


sent  of  a  majority  of  the  value  of  the  stock  out- 
standing. One  of  the  chief  lessons  to  be  learned 
from  the  fraudulent  manipulation  of  the  assets  of 
a  corporation  by  the  directors  is  the  absolute  neces- 
sity of  control  of  the  property  being  kept  by  the 
general  body  of  stockholders.  While  this  in  itself 
toill  not  prevent  many  of  the  practices  mentioned, 
it  will  prove  a  strong  bulivark  of  defence  against 
the  loss  of  permanent  assets  by  the  manipulation  of 
the  property  by  dishonest  directors. 

Manipulation  by  stockholders.  It  must  not  be  supposed, 
however,  that  the  officers  and  directors  are  the  only  dishonest 
men  who  take  advRntaee  of  the  corporate  organization  of 
business  to  enrich  themselves  at  the  expense  of  others.  The 
stockholders  at  times  attemnt  to  defraud  their  creditors;  and 
m  other  mstances  the  majority  interest  in  a  corporation  takes 
advantage  of  the  minority  shareholders.  We  shall  give  a  num^ 
ber  of  examples  to  illustrate  these  practices. 

Wholesalers  and  manufacturers  in  Canada  are  all  too 
familiar  with  the  trick  of  individuals  and  partnerships  buying 
stocks  of  goods  on  credit,  disposing  of  them  quickly,  and  con- 
cealing the  profits,  while  they  shortly  after  go  into  liquidation. 
Small,  close  corporations  have  also  proved  themselves  adept  at 
this  srame.  The  scheme  is  a  plain  case  of  fraud,  and  is  thoTk' 
oughly  understood  by  all  credit-men. 

A  different  method,  but  one  producing  the  same  results,  is 
found  when  the  stockholders  pile  up  large  debts,  allow  the  pro- 
perty to  depreciate,  and  in  the  meantime  pay  themselves  heavy 
dividends  out  of  earnings — earnings  that  should  h^ve  gone 
into  the  property  to  maintain  its  value.  When  the  property 
is  tunied  over  to  its  creditors  there  is  little  or  nothing  left 
for  them.  Of  course,  when  a  bond  issue  is  put  out,  one  of  the 
stipulations  in  the  mortgage,  if  properly  drawn,  is  that  the 
property  will  be  kept  in  a  proper  state  of  repair  and  not  be 
oermitted  to  depreciate  in  value.  If  the  trustee,  however,  neg- 
lects to  enforce  the  conditions  of  the  mortgage  the  stockhold- 
ers may,  by  the  process  mentioned,  appropriate  all  its  value 
for  themselves.  Many  instances  might  be  quoted  showing 
how  this  has  been  done,  especially  the  management  of  ndU 
road  property  in  the  United  States. 

Again,  stockholders  may  form  subsidiary  concerns  which 
will  yield  large  profits  and  carry  on  these  enterprises  largely 
on  the  credit  of  the  parent  organization  which  is  all  the  tim« 
losing  money.  An  example  of  this  is  found  in  the  case  of  a 
company  that  owned  an  amusement  park  in  a  large  city  in 
the  United  States.  The  company  controlling  the  park  made 
no  profits,  although  the  amtuement  mien^am  nm  ia  eon- 
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nection  earned  larsre  returns.  The  stockholders  f  the  parent 
orsranization  controlled  the  other  enterprises,  where  the  real 
profits  were  made.  At  the  same  time,  because  of  the  appar- 
ent prosperity  of  the  main  business,  large  sums  of  money 
were  secured  on  the  saV  of  bonds,  on  which  no  return  '•ould 
be  made.  The  diflSculty  w%s  settled  out  of  court  by  the  ^k- 
holders  of  the  subsidiary  enterpriser  settling  the  claims  of 
the  bondholders.  It  is  doubtful,  however,  whether  they  could 
have  been  compelled  legally  to  settle  the  just  claims  of  their 
creditors. 

Squeezing  the  minority  interest.  In  many  instances  the 
majority  interests  have  enriched  themselves  at  the  expense  (rf 
the  minority  stockholders.  Illustrastrations  of  such  practices 
will  occur  to  every  reader. 

An  example  of  the  methods  followed  here  is  found  in  the 
leasmjr  of  tiie  corporation's  property  to  a  subsidiary  concern 
controlled  by  the  majority  interests.  The  lease  may  yield  only 
a  small  rental,  while  the  profits  of  the  business  go  to  the 
majority  stockholders  intCTested  in  the  subsidiary  concern. 

Many  instances  are  on  record  where  the  majority  stock- 
holder has  dominated  the  board  of  directors  and  has  induced 
them  to  buy  worthless  property  in  which  he  was  interested,  or 
worthless  bonds  in  another  corporation  controlled  by  him.  In 
these  cases  the  majority  stockholder  diverts  property  to  him- 
self for  his  own  direct,  personal  gain;  and  yet  it  is  exceed- 
ingly difficult  to  prove  fraud. 

A  quite  common  practice  is  to  form  various  subsidiary 
organizations  controlled  by  the  majority  stockholders  in  the 
parent  concern.  One  of  these  subsidiaries  is  given  an  air  of 
prosperity  by  the  heavy  sales  it  makes  to  the  other  companies. 
The  majority  interests  in  the  parent  company  are  able  to  sell 
the  stock  of  this  apparently  prosperous  subsidiary  concern,  be- 
cause of  the  excellent  profits  disclosed  by  its  books.  After 
all  the  stock  has  been  sold  by  the  manipulators,  except  a  con- 
trolling interest,  the  various  subsidiary  concerns  close  their 
doors.  The  stockholders  of  the  company  that  has  sold  them 
heavy  orders  of  goods,  or  real  estate,  have  nothing  to  show 
for  their  money  except  the  paper  certificates  they  hold.  The 
company  advertised  and  kept  before  the  public,  in  such  cases, 
is  never  associated  with  the  parent  organization.  The  maj- 
ority of  its  shares  are  kept  in  the  hands  of  the  manipulators 
to  prevent  investigation  and  litigation.  Many  such  cases  of 
"high  finance"  have  been  brought  to  light  in  the  United  States, 
especially  in  connection  with  real  estate  transactions,  in  which 
the  buyers  of  stock  in  apparently  prosperous  companies  have 
been  laracticaUy  roU)ed. 
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What  are  the  remedies  for  this,  and  the  other  instances 
of  unscrupulous  manipulations  that  have  been  mentioned  ?  Mr. 
Lough  (Corporation  Finance,  p.  448)  suggests  the  following: 

1.  Security-holders  should  insist  on  complete  and  abso- 
lute publicity  of  the  aflFairs  of  their  company. 

2.  Stockholders  should  attend  meetings  and  take  an  ac- 
tive interest  in  all  that  goes  on  in  the  corporation. 

3.  The  cumulative  system  of  voting  should  be  introduced, 
whereby  each  stockholder  has  a  chance  to  be  represented. 

4.  ExpUcit  provisions  should  be  inserted  in  the  corporate 
by-laws  as  to  salaries  of  office,  amount  ot  indebtedness  to 
be  incurred,  amount  of  sur|^s  to  be  set  aside  eaeb  year,  aiul 
so  on. 

It  should  be  observed,  in  conelvding  this  Lesson, 

that  the  instances  of  fraud  or  dishonesty  that  occur 
among  corporations,  are  almost  insignificant  in 
comparison  xvith  the  hulk  of  the  business  done. 
Nevertheless,  it  is  well  to  understand  the  methods 
of  clever  and  unserupitUms  manipulators,  in  order 
that  the  investor,  and  those  whose  business  obliges 
them  to  deal  with  corporations,  may  know  when 
to  be  o'.i  their  guard  against  dishonest  and  illegal 
practices. 

Quatione  for  Review. 

1.  Why  does  the  corporate  organization  of  business  offer 
special  opportunities  to  the  manipulator?  Why  is  it  easier  to 
carry  on  manipulation  in  a  close,  than  in  an  opm,  ccnrporation? 

2.  What  are  the  particular  corporation  abuses  that  are 
enumerated  by  Mr.  Seymour  Thompson?  Are  such  abuses  as 
prevalent  in  Canada  as  in  the  United  States?  Why,  <a  why 
not? 

3.  Are  rich  men,  who  control  capital  investments,  any 
more  likely  to  fradulently  or  dishonestly  take  advantage  of 
their  position  than  men  of  less  wealth  ?  Why,  or  why  not  ? 

4.  How  may  officers  manipulate  property  to  their  own 
advantage  by  taking  excessive  salaries?  Give  examples  that 
have  come  under  your  own  observation. 

5.  How  may  officers  manipulate  corporations  (a)  by  form- 
ing subsidiary  companies;  (b)  by  entering  into  dlshonet  con- 
tracts; (c)  by  taking  stock  commissions? 

6.  Show  how  an  unfair  or  dishonest  use  of  inside  isfor* 
mation  may  enrich  the  officers  of  a  corporation. 

7.  What  are  the  particular  methods  followed  by  directors 
in  manipulating  their  craiqMUiioi  for  their  own  profit  7 
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8.  How  may  directors  profit  by  forcing  their  own  cor- 
poration into  bankruptcy? 

9.  TIow  may  directors  make  dishonest  gains  by  juggling 
the  accounts  ,.!'  their  company?  Give  examples  that  have  come 
under  your  own  observation. 

10.  Ho-  ly  directors  make  nnfair  profits  by  forming 
subsidian         anics  ? 

11.  h.;v\  do  majority  interests  defraud  minority  stock- 
holders of  their  profits  or  property? 

12.  How  may  the  stockholders  defraud  their  creditors'' 
Is  it  as  easy  to  do  .so  as  in  the  ca.^c  of  the  individual  business 
or  tile  partnership? 

13.  How  may  Jtockholders  defraud  bondholders  by  form- 
ing subsidiary  concerns  ? 

Qucstio7/s  for  Written  Ansiver. 

li.  What  methods  should  be  adopted  by  stockholders  to 
prcAenl  manipulation  by  officers  and  directors? 

15.  How  ear  the  bondhniders  nrotect  themselves  against 
the  unfair  practices  of  stockholders? 

16.  In  what  way  can  the  minority  interest  protect  itself 
against  man-pulation  by  tlie  majority  interest? 

17.  Bring  up  any  dilhculties. 


